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ANAGEMENT 
IN DEPTH 


As a major executive of a successful company, 
he has given a good deal of his best thinking in 


recent years to the choice of the right successor. 


But...in one area he is still not protected— 
an important and personal area. No qualified 
successor has been chosen to manage his 
investments; to safeguard his family and his 


estate, as executor and trustee. 


At the Trust Company, the trained talent 

is at hand—thoroughly experienced in coping 
with problems like his. The administration 

of estates and trusts is our primary responsibility 


—as it has been for 106 years. 


Unirep States [Rust Company 


or New York 
45 Wall Street, New York 5, New York 








GOODYEAR 


DIVERSIFICATION AT 





Magic Carpets For Everyone 


Vinyl] records on the turntables. Vinyl flooring un- 
derfoot. A perfect combination to make home “out 
of this world” for teenagers and their parents. 


Goodyear Vinyl—the world’s most carefree flooring 
—is notable for long life and freedom from main- 
tenance problems. Goodyear creates both vinyl and 
rubber flooring—in a full range of sizes and types, 


and in a rainbow of appealing colors. 


Flooring is only one of countless uses for vinyl in 
home and industry. Viny] flooring is only one of our 
Films and Flooring Division’s numerous products. 
The Division is just one in Goodyear’s vast network 
of facilities making and selling hundreds of different 
products around the world. 


GOODFYEAR 


THE GREATEST NAME IN RUBBER 


AIRCRAFT ° AVIATION PRODUCTS 
INDUSTRIAL RUBBER GOODS ° 


CHEMICALS ° FILMS 
METAL PRODUCTS e 


FLOORING ° FOAM PRODUCTS 
SHOE PRODUCTS ° TIRES 
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always 

at your 

service... 

The Trust Department of The Connect- 
icut National Bank believes in a prac- 
tical, flexible approach to customer 
problems—whether a trust is involved, 
investments, correspondent banking — 
or more personal matters. The Trust 
Department is always at your service, 


and ever on the alert to be worthy of 





— a your confidence. 


The Connecticut National Bank 


Established 1806 ° Member: Federal Deposit insurance Corporation bd Federal Reserve System 
MAIN OFFICE: 888 MAIN STREET, BRIDGEPORT, CONNECTICUT 
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Cover Picture .. . “Keep the Home Fires 
Burning” was a familiar tune of World War 
I the title of which is most appropriate 
today as the Free nations are challenged 
by the Soviets on the economic as well as 
scientific front. A cold hearth in a steel mill 
is a poor symbol of Free Enterprise, de- 
noting loss of markets as well as of pro- 
duction needed for industry generally. But it 
will be a start in the right direction if it 
brings realization that prosperity comes 
from making common cause instead of from 
internecine contest of power-politics. The 
millions of idle man-days and machine- 
hours will never be regained; we can only 
hope that those responsible learn the simple 
lesson that wealth comes from productivity 
. . . Here molten steel flows from one of 
the 275-ton capacity open-hearth furnaces 
at Fairless Works of United States Steel 
near Morrisville, Pa. The open-hearth de- 
partment has an annual capacity of 2,687,000 
tons of steel ingots. 

Photo from U.S. Steel Corporation 
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For Estate Planning Committee 


I am sure that every life underwriter 
and every member of estate planning 
and life insurance and trust councils 
will deeply appreciate the September 
issue. As a member of the Board of 
Trustees of the National Association of 
Life Underwriters, and the Chairman of 
the new Committee on Estate Planning 
Coordination, I want to commend you 
and your staff for assembling so many 
fine articles from so many competent 
people in the field of estate planning. I 
also would appreciate your sending me 
a dozen September issues of TRUSTS AND 
Estates to be distributed to the new 
NALU Committee on Estate Planning 
Coordination. 

R. B. Walker 
Hollywood, Fla. 


Nice Job 


Congratulations to you and your col- 
leagues on the September issue, all about 
Insuarnce for Personal and Business 
Planning. Nice job. 


Dudley B. Martin 
Director of Press Relations 
Institute of Life Insurance 


A AA 


ERRATUM 

A line of type was lost in the third 
paragraph of the report on Probate and 
Trust Administration (Oct., p. 1007). 
The last sentence should have read: 
“Professor Atkinson has concluded that 
administration is avoided in fully half 
of the cases where the deceased left 
more than a ‘trifling amount’ of property 
passing by succession.” 


AAA 


@ Douglas F. Johnston, who died this 
year, was for more than 40 years a 
“satisfied customer” of the Bank of 
Montreal at Victoria, B. C. Proof of his 
feeling appeared in a bequest of $1,000 
to the manager with instructions to use 
the money at the rate of $250 a year 
for staff activities at the bank. 


1077 











iV/0 


J 
ue 
ty pe 
H] 
ii ; 
i 





TRUST OFFICIAL SUCCEEDED TRUST OFFICIAL 
as president of the American Bankers Asso- 
ciation when John W. Remington of Roches- 
ter took over the reins so ably held by 
Lee P. Miller of Louisville, at the annual 
convention last month. This is probably 
the first time in history that the suc- 
cession passed between two presidents who 
had formerly headed the trust department 
of their respective banks. This is a sig- 
nificant evidence of the value of fidu- 
ciary training in the development of well- 
rounded financial executives, as is the 
fact that more and more banks are today 
headed by former trust officers. Conven- 
tion highlights at p. 1098. 


A RECORD REGISTRATION OF OVER 500 DELE- 
GATES marked the 33rd Western Regional 
Trust Conference in San Francisco last 
month. The well-rounded program satisfied 
every test — new business, legal, invest- 
ment, personnel, operations, The proceed- 
ings are reported at p. 1099. 


ESTATE PLANNING INVOLVES PRACTICE OF 
LAW, according to an opinion recently pro- 
mulgated by the American Bar Association 
Committee on Unauthorized Practice of Law. 
Excepted are those aspects which are "in 
the nature of an analysis of the facts and 
assets of an estate in relation to eco- 
nomic. needs." The proscribed activities 
are no less objectionable, in the view of 
the Committee, when the suggestion is made 
that the legal advice given or legal work 
done should be reviewed by an attorney. 
Recognizing that there is a shadowy bor- 
derline between analysis of facts and the 
application of legal principles thereto, 
the opinion contemplates that disputes 
over the activities of business and pro- 
fessional groups should be governed by 
the Statements of Principles which have 
been entered into between those groups and 
the ABA. (See p. 1135.) 


"THE U.S. IS AT A SORT OF CROSS-ROADS 
in the post-war inflationary process.... 
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many objective Americans are convinced 
that the Utopia of prosperity without in- 
flation can be realized only by defeating 
the cost=-push coming from wage increases 
which exceed the average gain in produc- 
tivity...." stated the London Economist 
in a lead editorial last June. Since then 
both the Administration and forward-look- 
ing industrial leadership have sought to 
hold the inflation line against certain 
power=jhungry union politicos, with the 
consumer watching from the stands to see 
what it will cost him. Already millions in 
payroll and tax revenues have been lost, 
at a time when budget balancing is essen- 
tial to a sound dollar. Markets have also 
been lost, some to substitute materials 
and more to foreign steel-makers, but if 
wage costs continue excessive we face 
mounting losses in markets for thousands 
of manufactured products. Higher costs 
will only accentuate the deficit in inter- 
national balance of payments we have had 
each year Since 1950. An even sadder spec- 
tacle is that of men forced out of work 
by their Unions while our elected govern- 
ment cannot even protect those who wish 
to work and bargain democratically. The 
Soviet Commissars must enjoy seeing the 
Unions price us out of even our home mar- 
kets and burying individual freedom under 
non-elective dictatorship. 


VARIABLE ANNUITY REGULATIONS BECAME EF- 
FECTIVE under New Jersey's new and unique 
law permitting the sale of such policies 
by insurance companies in that state. The 
future of such contracts, which are based 
on the theory that investment in common 
Stocks will provide a hedge against in- 
flation, is projected in this issue by 
one of the pioneer figures in this fielc 
(p.- 1086). 


NEED FOR ‘SUCCESSOR TRUSTEES' GROWS 
APACE, along with the accumulative rise n 
amount and types of trust business. By 
‘successor’ we mean the men who will hel> 
shoulder the work load as a large number 
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of trust keymen retire. Better- recruitment 
and educational programs are proving one 
good means of attracting and upgrading, 
substantial progress has been made also in 
upgrading salaries. More should be done, 
as commercial managements appreciate the 
contributory value of their trust depart- 
ment. This is a job for present trust 
heads. It is also noted that many recent 
recruits to trust ranks are serious-minded 
young men of independent means, partly de- 
termined to understand the techniques — 
and the responsibilities — of money man- 
agement. Partly they are attracted by the 
nature of the work and associations, as 
well as the prestige trusteeship carries. 
Such men can make real contributions in 
the development and managerial functions, 
with their contacts in the business world 
and prime interest in investment affairs. 


ANNUAL REPORT TIME IS COMING, and with 
it the opportunity to present a dry, be- 
grudging and bare-bones statement of the 
year's activities, or an attractive, in- 
formative and constructive summary of the 
role which the bank or corporation has 
played in its community. This is no place 
for extravagantly packaged agglomerations 
of sales=-pitches, Speechmaking and Holly- 





New records in winning tax cases were established 
by the Department of Justice during the year ended 
Sune 30, 1959, according to Commerce Clearing House, 
topical law reporters. The Tax Division recorded savings 
of $174.9 million to the Treasury. 











wood gimmicks. But some reports have been 
criticized for their drabness and paucity 
of data, giving the impression that the 
procreators feel "this is really none of 
your business," or that it's just too bad 
if you don't understand the technical 
Statistics.......This approach might have 
been adequate in the days of closely-held 
Stock, "millionaire" customers and eco- 
nomic literacy of the voting public. It 
is distinctly Model T stuff today. The an- 
nual report offers a chance to earn con- 
fidence and attract interest, to account 
for stewardship of Other Peoples' Money 
and illustrate the contributions which a 
sound business — and a sound dollar — also 
make to employees, customers and the na- 
tion. Since acquaintance begins with the 
attractive face, a look back at the pic- 
torial-cover-reproduction insert in the 
April issue of T&E may be in order. Fine 
examples of trust and economic commen- 
taries in reports appeared in the Febru- 
ary and subsequent issues. 
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When your client has interests in Illinois... 


. .. you can refer him to The Northern Trust 
and be assured his affairs will receive immediate, 
individual attention. Our Trust Department 
staff possesses the broad experience and com- 
plete facilities required for the proper manage- 
ment of securities and real estate. Our services 
as executor, co-executor, trustee, and co-trustee 
have been employed by thoughtful lawyers and 
their clients since 1889. 

Learn how The Northern Trust can help you 
serve clients who have interests in Illinois. 
Write today for full information. 


; NORTHERN 


Northwest Corner 
La Salle and Monroe Streets 


Chicago, Illinois * Financial 6-5500 
New York Representative: 15 Broad St., N. Y. 
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FPRA Elects Sass 


Reed Sass, vice president, Fort Worth 
National Bank, was elected to the presi- 
dency of the Financial Public Relations 
Association at its 44th annual conven- 
tion in Bal Harbour, Fla., Nov. 2-5. He 
succeeds Edward T. Hetzler, vice presi- 
dent, Bankers Trust Co., New York. 


Jordan J. Crouch, vice president and 
First National Bank of Nevada, Reno, 
was advanced to first vice president and 
John B. Anderson, vice president, First 
National Bank of Passaic County, Pat- 
erson, N, J., to second vice president. 


Ernest G. Gearhart, Jr., vice presi- 
dent, First National Bank, Miami, was 
elected as the new third vice president. 
A new treasurer, Robert A. Bachle, vice 
president, National Boulevard Bank, 
Chicago, was elected to succeed John L. 
Chapman, vice president, City National 
Bank & Trust Co., Chicago. 

The trust departmental sessions of the 
convention will be reported in the De- 
cember issue. 


A AA 


Bradford Named Associate 
Director of National Trust 


School 


Dr. William Castle Bradford, assistant 
dean of faculties of Northwestern Uni- 
versity, will be associate director of The 
National Trust School sponsored by the 
Trust Division of the American Bankers 
Association, which will hold its first 
resident session in August 1960 on the 
campus of Northwestern University, 
Evanston, Illinois. Joseph H. Wolfe, 
A.B.A. deputy manager in charge of the 
Trust Division will be director. 

Dr. Bradford is a graduate of Syra- 
cuse University with a doctorate from 
Harvard in 1947. He has been assistant 
dean of Harvard, professor of business 
economics at Northwestern University, 
dean of its summer session since 1952, 
and assistant dean of faculties since 
1958, as well as being educational con- 
sultant of the Federal Reserve Bank of 
Chicago. 

The National Trust School will offer 
instruction on the level between the 
American Institute of Banking and the 
A.B.A. Stonier Graduate School of 
Banking. Covering all phases of the 
trust business, the new school’s purpose 
will be to train its students for responsi- 
bilities as trust officers. 

The school will offer three weeks of 
concentrated lectures and seminars to a 
student body of some 200-300 students, 
who may choose either “Ttrust Ad- 
ministration” or “Trust New Business.” 


1080 


Seidman Heads CPA’s 
J. S. Seidman of New York was 


elected president of the American Insti- 
tute of Certified Public Accountants at 
its 72nd annual meeting in San Fran- 
cisco last month. Mr. Seidman, a part- 
ner in the national 
accounting firm of 
Seidman & Seid- 
man, succeeds 
Louis H. Penney, 
CPA, of Califor- 
nia. A member of 
the Institute since 
1936, Mr. Seidman 
has served as 
chairman of the committee on federal 
taxation. In 1956, he received ihe In- 
stitute’s award for “outstanding service 
to the profession and distinguished con- 
tributions to public affairs.” 

Elected vice president were Frank L. 
Arnold, CPA, Ohio; Russell S. Bock, 
CPA, California; Edward J. McDevitt, 
CPA, Massachusetts; and Hatcher A. 
Pickens, CPA, Texas; and as ireasurer, 
for a second successive year, Thomas D. 


Flynn, CPA, New York. 
A A A 


New Study of Banking 
Education Set 


A comprehensive study of banker edu- 
cation programs — national, state and 
local — is being financed by the Amer- 
ican Bankers Association’s Foundation 
for Education in Economics. The study 
will attempt to match ihe programs al- 
ready available against the present and 
prospective needs, and to develop con- 
structive recommendations. 

Joseph C. Welman, president, Bank of 
Kennett, Mo., is chairman of the sub- 
committee of A.B.A.’s Council on Bank- 
ing Education which will conduct the 
study. Dr. William H. Baughn, Asso- 
ciate dean of the School of Business Ad- 
ministration, University of Texas, will 
manage the staff work and be project 
director. He will be on leave of absence 
from the University for six months next 
year in order to complete the study by 
February 1961. It is expected that a 
liaison committee of state association 
secretaries will work closely with Dr. 
Baughn and the Welman committee, af- 
fording a two-way channel of communi- 
cation. 

The first edition of Banking Educa- 
tion News was published by the Council 
in October to provide a clearing house 
of ideas and information. It is being 
sent to state association secretaries, off- 
cials of state and regional bankers’ 
schools, A.I.B. officials, and the A.B.A. 





J. S. SEIDMAN 


“official family,” and will be published 
at irregular intervals as the volume of 
news warrants. 

The 9-page first issue included such 
items as Virginia’s 3-day trust school, 
the new National Trust School, the 
Master of Science degree in bank man- 
agement offered by the University of 
Mississippi for the first time by any 
American university, the honorary doc- 
torate awarded to president E. J. Questa 
of First National Bank of Nevada, and 
general information on banker educa- 
tion, American Institute of Banking, 
university relations, public school rela- 
tions, and educational publications. 


A AA 


Southwestern G.S.B. 
Set for 1960 Session 


Approximately 225 bank officers will 
be accepted for the entering 1960 class 
of the Southwestern Graduate School of 
Banking, to be held July 17-30 at South- 
ern Methodist University in Dallas. 

Trust majors start with trust policy, 
operations and administration as well 
as economics. Second and third year 
courses include trust accounting, invest- 
ments, administration of personal trusts 





Fincher Building of Southern Methodist Uni- 
versity which houses Southwestern Graduate 
School of Banking. 


and agencies, decedents’ and incompe- 
tents’ estates, wills and trust instruments, 
taxation and estate planning. The three 
year trust major represents 61 hours of 
resident classroom work, three exten- 
sion problems and a thesis, in addition 
to the core curriculum on bank opera- 
tions and the economics of money and 
banking. 

The School is sponsored by the Dallas 
Clearing House Association and SMU. 
Information is available from deputy 
director L. S. Mewhinney at the Uni- 
versity. 

A AA 
e Wells Fargo Bank, San Francisco, 
has established profit-sharing plans. One 
is for fixed income, and the other is an 
equity fund; both permit collective in- 
vestment for pension and profit sharing 
trusts. 


TRUSTS AND Est. TES 











d 
f 


: Let us send you 


















* 

' this ooklet It may be one 

: wa of the most 

. important 
things you 
do this year 

ill 

of 

h- 

al Your 

ar , Correspondent 

‘ in jel 





»..and the many ways 
it can serve you 






































pe 
nts, 
ree 
of 
and AIL THIS COUPON TO OUR 
= ORRESPONDENT BANK DIVISION 
aePFphmUmlhlhlO TCO OT £2 OP OP SOE Sea .—-—___ —-— ee see eee 7 
and | 
HARRIS TRUST AND SAVINGS BANK | 
llas 115 W. Monroe St., Chicago 90, Ill. ; 
* ; Please send me a copy of your booklet ; 
me | Trust and | “Your Correspondent Bank in Chicago.” 
1 | 
Savings Name of bank | 
co, | Address ; 
One Organized as N. W. Harris & Co. 1882—Incorporated 1907 | : 
an 115 WEST MONROE STREET—CHICAGO 90 i City and State | 
‘ae Member Federal Reserve System— | | 
: , Federal Deposit Insurance Corporation Signature 
rin 
Se RT - 


TES NOVEMBER 1959 1081 





HE FULL POTENTIAL OF EXPANDING 
{ tberthin of trust business, through 
the creation of more estates by our grow- 
ing population, will not be realized un- 
less trust institutions are prepared to 
handle it efficiently. This was the key- 
note sounded by John W. Remington, 
president of Lincoln Rochester Trust 
Co., in opening the 33rd Western 
Regional Trust Conference sponsored by 
the Trust Division of the American 
Bankers Association in San Francisco, 


October 15-16. 


Mr. Remington, who has just been 
elevated to the presidency of the Asso- 
ciation, called upon trustmen to remedy 
the existing shortage of experienced 
trust officers by recruitment and training 
of promising personnel. 

Among Mr. Remington’s suggestions 
were that salaries be made competitive, 
with advancement and work rotation 
geared to individual abilities. Despite 
progress in the last 25 years, the oppor- 
tunity for imagination in solving in- 
vestment, administrative and estate plan- 
ning questions still remains and knowl- 
edge gained through the AIB courses, 
as well as the more advanced curricula 
of the Stonier Graduate School of Bank- 
ing at Rutgers or the new National Trust 
School to be conducted by the Trust 
Division at Northwestern University, can 
be of inestimable value. 

Referring to a speech of ten years ago 
before another Western Trust Confer- 


ence* by Harry M. Bardt of Bank of 


*T&E, Oct. 1949, p. 538. 
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View of San Francisco from Twin Peaks 


Challenge of Trusteeship 


Proceedings of 33rd Western Regional Trust Conference 


America N.T.&S.A., Mr. Remington, 
like Mr. Bardt a former president of 
the Trust Division, noted that the trus- 
tee profession had not at that time 
reached maturity nor has it, in his opin- 
ion, achieved that state today. Trustee 
objectives remain unchanged, namely, to 
fulfill one’s duties scrupulously and skill- 
fully, while developing new sources of 
business which will show reasonable 
profit for the trustee institution. Mr. 
Remington expressed his conviction that 
improved service and a broader range of 
fiduciary usefullness could be achieved 
by use of new approaches, thereby meet- 
ing the challenge common to all trustees 
of helping to solve difficult problems for 
their clients. 


The very acceptance oi a trust which 
will run for years obligates trust insti- 
tutions to develop competent future 





John W. Remington, addressing Trust Con- 
ference, bows to San Francisco’s unusual 
heat wave and dofis his coat. At left is J. R. 
Johnson, general chairman of the conference 
and vice president and senior trust officer, 


Bank of America N.T. & S.A., San Francisco. 
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Photo courtesy Pacific Gas & Electric Co. 


management, Jess E. Wilson, vice presi- 
dent, Crocker-Anglo National Bank, San 
Francisco, told the delegates. (See p. 
1144.) He discussed five essential steps: 
analysis of future needs; development of 
realistic training; 
careful observance of training program; 
and the offer of a really rewarding 
career. In addition to college recruit- 
ment, Mr. Wilson advised consideration 
of the 30-40 age range for men with 
professional or banking 
These men, he said, “are mature enough 
so that once given training, they can take 
major responsibility sooner.” 


sound recruitment; 


experience. 


Trust Profitability 


The problem of trust department 
“profitless prosperity” indicates that 
strong management decisions must be 
made and, to make them, reliable tools 
must be available, according to Glenn 
K. Mowry, comptroller, Bank of Cali- 
fornia N. A., San Francisco. The poten- 
tial ways of designing these tools to 
meet the internal problems are: (1) ac- 
counting by responsibility; (2) determi- 
nation of income and expense by type 
of account: and (3) determination of 
income and expense for each separate 
account. 

In addition to citing the 66-page *:’ro- 
cedures for Development of a Divisi nal 
Cost Statement for a trust Departme't.” 
produced by a committee of the (all- 
fornia Bankers Association Trust | \vi- 
sion, Mr. Mowry quoted extensively { 0m 
his Pacific Coast Banking School t! sis 
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which was substantially reported in 
Trusts AND Estates (Feb. 1959, p. 
101). The suggested program has been 
adopted by Bank of California (which 
has offices also in Portland, Seattle and 
Tacoma) and by using tabulating equip- 
ment the expenditure of necessary man- 
hours is “very worthwhile for a trust 
department that will gross approximate- 
ly $2 million this year,” Mr. Mowry 
concluded on this point. 


Externally, the problem calls for de- 
signing a program which can be used 
within the entire trust industry to help 
improve profits, the speaker declared. 
This requires: (1) adoption of a stand- 
ard cost accounting system; (2) con- 
stant yardsticks of reporting (e.g., the 
weighted current value suggested by 
Mr. Mowry); and (3) an outside super- 
vising force. A recognized public ac- 
counting firm, with its independence 
and knowledge of accounting techniques, 
would in his opinion be the best group 
to round out such a program to avoid 
the challenge of restraint of trade. 


Business Outlook and Operation 


At the Thursday afternoon session, 
Eliot J. Swan, first vice president, Feder- 
al Reserve Bank of San Francisco, pre- 
sented his appraisal of the salient fac- 
tors bearing upon this country’s econ- 
omy in coming years, which added up 
to optimism but with the reservation 
that our dynamism must at times face 
downward adjustments. These do not 
have to be major swings if excesses can 
be avoided during booms and for that 
reason the Federal Reserve System is 
presently trying to assure a sustainable 
level of employment and output through 
monetary policy. Pressure upon govern- 
ment to encourage deficit spending and 
easy money will only prove self-defeat- 
ing, he said. 


Mr. Swan surveyed expected popula- 


tion growth and its composition and - 


found that by 1970 the labor force will 
have grown by only half of total popu- 
lation expansion. This relative decline 
can, however, be offset by rising indus- 
trial productivity. Disposable dollars, 
after food and clothes, will increase 
with happy prospects for the various 
leisure time and service areas. Capital 
and equipment outlays will rise and in- 
eased productivity in manufacturing 
idustries will result from new machin- 
y and improved skills. Federal defense 
ending is likely to remain almost con- 
sant for many years while state and 
lscal expenditures for enlarged services 
f-r more people will absorb large 
a-nounts of money. 
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Following this talk, F. M. Smith, vice 
president and trust officer of Bank of 
America N.T.&S.A. at Los Angeles, 
urged corporate fiduciaries to consider 
the acceptance of business interests in 
estates and trusts. On the basis of his 
bank’s successful experience in the man- 
agement of such interests, Mr. Smith of- 
fered some policies and procedures (see 


p. 1141). 


Short Term and Directory Trusts 


Short term reversionary trusts as a 
tax saving mechanism were described 
by Orville A. Rohlf of the San Fran- 
cisco law firm Orrick, Dahlquist, Her- 
rington & Sutcliffe. Reviewing the rules 
set down in the Code and Regulations, 
Mr. Rohlf pointed up some of the situa- 
tions in which such trusts may be ad- 
vantageously used (see p. 1136). 

An exoneratoion clause in a trust in- 
strument should not be construed as a 
green light to the trustee to abandon 
well-established principles of care and 
prudence, was the opinion of George T. 
Cronin of the San Francisco law firm 
Brobeck, Phleger & Harrison. Taking up 
the cases involving the efficacy of exon- 
eration clauses generally, Mr. Cronin 
went on to say that there appear to be 
no decisions on the effectiveness of such 
clauses where the trustee acts under the 
direction of some person named by the 
trustor in the document. 

The speaker observed that the exist- 
ing authorities indicate that a trustee 
could not blindly follow the direction of 
a holder of a power and that the general 
principles applicable to exoneration 
clauses should apply to directory trusts. 
He concluded by offering suggestions 
for drafting such provisions (see p. 
1147). 

A study of a bank’s will file can ac- 
complish three desirable objectives, ac- 
cording to Arthur S. Carruthers, vice 
president, California Bank, Los Angeles. 
These are: (1) reduce loss of potential 
appointments by knowing the cause; 
(2) provide a basis for budgeting of 
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bach office of Amer- 
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conditioned and will 
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personnel, equipment and earnings; (3) 
furnish a guide for placing new busi- 
ness emphasis. A local survey by Mr. 
Carruthers reveals (p. 1138) interesting 
data on why wills are withdrawn. 


Investment Program 


With positive factors in the economy 
outweighing the negative, the use of 
higher equity percentages in trust port- 
folios, perhaps up to 75% under certain 
conditions, would be justified, in the 
opinion of Carlysle A. Bethel, president 
of the Trust Division, and vice chair- 
man of the board and senior trust offi- 
cer, Wachovia Bank and Trust Co., Win- 
ston-Salem. Mr. Bethel advocated his ag- 
gressive policy at the Friday morning 
meeting devoted to investments (p. 
1120). 

With fixed-income media offering his- 
torically high returns, many trusts can 
today place up to 60-70% in these fields 
advantageously, in the opinion of Alan 
K. Browne, vice president, Bank of 
America N.T. & S.A., San Francisco. 
Many opportunities exist in the govern- 
ment and municipal bond sectors, as well 
as in corporates, and the availability of 
very liberal returns in all maturities per- 
mits setting up a maturity schedule for 
periodic investment to return a reason- 
able average over a period. 

The course of interest rates is always 
a moot subject, said Mr. Browne but, 
although the trend still appears to be 
toward somewhat higher rates, this does 
not detract from the attractiveness of 
today’s levels for those needing income, 
tax exemption or a degree of hedging 
against possible fluctuations in stock 
prices. Obligations of Federal Agencies 
and municipals offer special attractions 
for some accounts, while those seeking 
capital appreciation can advantageously 
acquire low-coupon bonds at deep dis- 
counts. 

Mr. Browne mentioned the use of top 
quality preferred stocks to sweeten cur- 
rent trust income but urged that only the 
best be considered, because of their 

















hybrid nature. In general, however, he 
made it clear that he does not favor this 
class of investment for trust accounts 
unless better income is a paramount con- 
sideration. 


Trust accounts seeking income under 
current conditions should turn to the 
bond lists while emphasis in selection 
of common stocks, for those who can 
live with an average return around 
214%, should be on growth companies 
in industries where earnings improve- 
ment will justify current levels or even 
higher future prices over a reasonable 
span, according to Wayne R. Bennett, 
vice president, Continental Illinois Na- 
tional Bank and Trust Co., Chicago. 


Selected industries which appear to 
meet Mr. Bennett’s criteria are the oils, 
building industry, electrical equipments, 
labor-saving equipment, leisure-time 
beneficiaries, as well as drugs and chem- 
icals, paper, glass, aluminum and rub- 
ber, with steels a possible added starter. 

Mr. Bennett listed various factors in 
selection, among them sound financial 
condition and a balanced capitalization, 
outstanding management, and an ade- 
quate research and development pro- 
gram. One must also consider the labor 
factor relative to revenue and the record 
of earnings and profit margins over the 
years, together with dividend payout and 
reinvestment philosophy. Earning ability 
on capitalization or net worth should be 
studied, together with the price to earn- 
ings relationship, past and present, the 
attractiveness of current yield-and divi- 
dend security, as well as prospects of 
an increase. Other considerations may 
likewise exist, notably the state of its 
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Eliot J. Swan tells delegates to Trust Conference about business outlook. At Mr. Swan’s 


labor relations, exposure to foreign com- 
petition, position in overseas markets, 
or the outlook for the company’s normal 
markets. 


Pension Investing 


Decrying any attempts to legislate uni- 
form investment procedures for pension 
and welfare funds, thus imposing “a 
federal straight jacket on pension trust 
investment policies,” John D. Lockton, 
treasurer, General Electric Co., likewise 
expressed the opinion that total assets 
of non-insured pension funds in the 
United States were not inordinately large 
nor a potential threat to managerial in- 
dependence. Additionally, he asserted 
that their rate of growth has probably 
passed its peak, inasmuch as almost all 
large companies have now started their 
programs, and that it is unlikely to be 
greater from now on than growth of 
other types of savings. (See p. 1114.) 


Practical Aspects of Prudent Man 


Rule 


Two “footnotes” to the prudent man 
rule of trust investment were offered by 
John P. Austin, of the San Francisco 
law firm Morrison, Foerster, Holloway, 
Shuman & Clark. They were: (1) trus- 
tees should obtain as much information 
as possible about the income of benefi- 
ciaries and remaindermen, and (2) they 
should prepare contemporary, compre- 
hensive memoranda explaining why ac- 
tion was or was not taken. To illustrate 
these suggestions for avoiding pitfalls 
leading to surcharge, Mr. Austin detailed 
three cases decided in the past few 
years. 





left are Robert E. Lewis, vice president and trust officer, Pacific National Bank, Seattle, 
who was chairman of this session, and Francis M. Smith, another speaker. 
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In the first, Estate of Talbot,’ the 
bank acceded to a request from one of 
three heirs that certain stocks be sold 
and the proceeds be invested in bonds. 
The transaction resulted in payment of 
capital gains taxes, a loss of income to 
the estate, and a portfolio in which the 
ratio of bond holdings to stock was con- 
siderably higher than the bank would 
normally maintain under existing con- 
ditions. The matter had been discussed 
by bank officers and action taken on the 
assurance of the beneficiary suggesting 
the change that the other two heirs had 
given verbal approval thereof. One of 
the other heirs sued for losses of princi- 
pal and income suffered by the trust as 
a result of the switch. The court awarded 
the cost of and the capital gains taxes 
on the switch with interest to the date 
of payment. 

In Mr. Austin’s opinion, the bank 
should not have been surcharged in 
view of the conference of the officers 
which indicated independency of action, 
but ihe case might have been decided 
differently if in the bank’s files at the 
time of trial there had been a concise 
memorandum stating why the president 
and other officers believed the sale justi- 
fied and also data showing the desirabil- 
ity of the switch, taking into account 
other resources of the beneficiaries in- 
volved, their tax status and like con- 
siderations, 

In the second case, New England Trust 
Co. v. Triggs,? the bank liquidated in- 
vestments to hold a certain sum in cash 
pending distribution to a town as bene- 
ficiary, and deposited the funds in its 
commercial department. The payment 
was unduly delayed because of the 
town’s indecision on accepting the be- 
quest. The court held that the bank was 
protected against payment of damages 
for failure to keep the cash invested be- 
cause of an exculpatory clause in the 
will providing for immunization against 
liability except for wilful default, but 
surcharged it for the bank’s profit from 
the use of the money or the fair value 
of its use. 

Mr. Austin observed that, as to the 
self-dealing aspect of the case, no 
amount of contemporary memoranda 
would have aided the bank’s defense but 
such memoranda to the effect that at 
all times the bank considered settlement 
imminent would have been helpful to 
highlight its attitude from time to time 
as to the prospects of distribution. 


(Continued on page 1165) 
1141 Cal. App. 2d 309, 296 P. 2d 848, reported in 
TRUSTS AND ESTATES, July 1956, p. 676. 


2334 Mass. 324, 135 N.E. 2d 541, reported in 
TRUSTS AND ESTATES, Sept. 1956, p. 849. 
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Attorneys... 
and 
The Present 


Moment 








As an attorney, chances are you’ve often advised clients 
to wait—to put off certain actions or decisions until 
circumstances made them more advisable, more likely 
to succeed in the long run. And the chances are you 
were entirely right. 

Some situations, however, call for exactly the op- 
posite approach. Will Review is a prime example. 
Today—at the present moment—your client can decide 
if his Will is up to date, fulfilling his wishes in the 
soundest, most economical manner. It’s a privilege he 
may not have tomorrow. That is why we suggest that 
you and your client confer with us on Will Review and 


Estate Analysis at your first opportunity. 





Member Federal Deposit Insurance Corporation 
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Tae FUTURE OF VARIABLE ANNUITIES 


Typical Cases for Combining with Fixed-Dollar Payments 


GEORGE E. JOHNSON, C.L.U., F.L.M.1. 


HE DEVELOPMENT OF VARIABLE LIFE 
a nations has been given new im- 
petus by a recent New Jersey law which 
authorizes insurance companies incor- 
porated in that state to write variable 
life annuities. This “break-through” and 
other developments in the field, has far- 
reaching implications. The new invest- 
ment annuity device will help solve 
many estate planning problems; it will 
affect pension programs as well. In my 
judgment, it now seems inevitable that 
variable annuities will be sold in the 
following ways: 

Pension Trusts: Variable life annui- 
ties are now—in effect—being sold 
through pension trusts and retirement 
systems, as College Retirement Equities 
Fund, about which more later. The 
State of Wisconsin made variable life 
annuities available to teachers and other 
employees two years ago. The Tennessee 
Valley Authority incorporated the vari. 
able life annuity principle into its pen- 
sion plan last year. Many large corpo- 
rations, particularly those in the airlines 
industry, have amended their pension 
plans to include variable life annuiiies. 
Keystone Custodian Funds, Inc., of 
Boston, has been experimenting with an 
extremely open-end multiple-employer 
pension plan. If this experiment suc- 
ceeds, there will probably be many 
imitators. 

Existing Life Insurance Companies: 
Large life insurance companies, begin- 
ning with The Prudential, will write 
variable life annuity contracts using 
segregated accounts as other states fol- 
low New Jersey law. Most of them will 
probably, like the Prudential, keep 
their variable life annuity business apart 
from traditional activities. 

Special Insurance Companies: New 
life insurance companies will be formed 
specifically for the purpose of writing 
variable life annuities. Three such com- 
panies are already in existence: Equity 
Annuity Life Insurance Co., Partici- 
pating Annuity Life Insurance Co. and 
Variable Annuity Life Insurance Co. 

Investment Companies: Investment 
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Mr. Johnson has 
been closely identi- 
field with the devel- 
opment of the vari- 
able annuity concept, 
having been vice 
president and gener- 
al counsel for both 
Teacher’s Insurance 
and Annuity Associa- 
tion and College Re- 
tirement Equities 
Fund, president of Variable Annuity Life 
Insurance Co. and Equity Annuity Life In- 
surance Co., both of Washington, D. C. Since 
July of this year he has been actuarial con- 
sultant for Waddell & Reed, Inc., principal 
underwriteres for United Funds, Inc., an 
open-end management investment company. 
Mr. Johnson is a Chartered Life Under- 
writer and a Fellow of the Life Management 
Institute. 








companies will also sell variable life 


annuities. They are familiar with the | 


principle of equity investments. They 
have found that there are certain situa- 
tions that can be served better by a 
variable life annuity than by the pro- 
grams they now offer to the public. 
Metropolitan Life has expressed the 
view that variable life annuities should 
be sold to individuals solely through in- 
vestment companies. While I do not 
think that investment companies should 
have exclusive use of the variable an- 
nuity, I believe that in time most in- 
vestment companies will want to offer 
variable life annuity policies as a sup- 
plement to their shares. 

Let us look at some reasons why we 
can expect rapid development of the 
variable life annuity in these four ways. 


Aging Population 

There is a real and growing need for 
retirement protection. In 1900, there 
were only three million people 65 years 
of age and older. Today there are al- 
most 15 million in that same age group. 
The preamble to Public Law 85-908, 
which authorizes the White House Con- 
ference on the Aging, predicts that the 
number of people age 65 and over will 
reach 21 million by 1975. In other 


words, the portion of our population, 
age 65 and over, is increasing at just 
about double the rate of our total pop- 
ulation. 

Two other factors have made an 
aging population more dependent upon 
the features an annuity offers. Our pop- 
ulation was once one of small business- 
men and farmers. Today, our popula- 
tion is largely made up of people who 
work for someone else. These people 
have no farm nor business to rely on 
in retirement years. 

Nor can they, ordinarily, continue to 
hold their jobs. Today’s working man, 
whether laborer or executive, produces 
two and a half times what he might 
have produced had he lived in 1880. 
Since one man can now do the work 
of more than two, there is less and less 
need for the older worker in the labor 
force. 


$87 Billion for Retired 


Rapid strides are being made to keep 
up with this expanding need for annui- 
ties. At the end of 1958, approximately 
$87 billion was stored up to provide a 
life income for retired people, as fol- 
lows (in billions) : 


Social Security and Old 


Age Insurance wat ee 
Civil Service Retirement _..—_ 8.7 
Railroad Retirement Board _ _ 3.7 
State and Municipal 

Retirement Plans _........... 15.2 
Trusteed Pension Plans ___ O24 
Insured Pension Plans __ 15.5 


The only plan that has any sizeable 
amount of its reserves invested in stocks 
is the trusteed pension plan. But this 
interest in equities is comparatively re- 
cent. At the end of 1951, there were 
approximately $6.5 billion in reserves 
under such plans of which 11.8% was 
in common stock. At the end of | 58, 
reserves of trusteed pension plans had 
increased to over $22.1 billion anc the 
percentage of stock had moved u) to 
27% (book value; 38% of market 
value). 

Reserves of the other plans, inclu ‘ing 
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insured pension trusts, are almost en- 
tirely in debt-type obligations—bonds 
and mortgages with return in fixed 
dollars. 


Inflation Erosion 


Since 1940, the purchasing power of 
the dollar has decreased more than 50 
per cent. Nor do we have any way of 
knowing what the dollar will buy 20 
years from now. We do know that many 
economists predict that the inflationary 
trend—with us now for 100 years—is 
likely to continue. 

On the other hand, as the purchasing 
power of the dollar has declined, the 
gross national product of this country 
has soared, doubling nearly every 20 
years since 1880. 

The annuity buying public seems to 
be conscious of the fact, that the value 
of debt-type obligations and fixed-dollar 
payments in general declines as_ the 
value of the dollar declines. In spite of 
the exploding older population and its 
need for retirement income, the sale of 
conventional fixed-dollar annuities — 
whose reserves are invested in debt-type 
obligations 





have made no great ad- 
vance. In fact. the number and amount 
of annual income from them has tended 
to dip: 


Year Number Annual Income 
1950 1,235,000 $585,000,000 
1951 1,257,000 594,000,000 
1952 1,279,000 605,000,000 
1953 1,277,000 605,000,000 
1954 1,267,000 622,000,000 
1956 1,229,000 602,000,000 
1958 1,213,000 586,000,000 


As interest in fixed-dollar annuities 
has diminished, the public has sought 
various ways to invest in equities with 
the minimum of risk. In the last three 
years alone, investment companies (one 
way to “spread the risk”) have shown 
startling growth. In 1956, 252 compan- 
ies were listed in “Investment Compan- 









































\nd please don’t refer to me as a common 
stockholder!” 

Reprinted from THIS WEEK Magazine; copyright 
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At his fingertips — 


a world of skill and service 


{° a Bank of America District Trust Officer—a 
carefully trained expert, seasoned by years of solid 
career experience. 


But that’s only part of the story. 


For this man is supported by Bank of America’s com- 
bined research, manpower and service facilities— facilities 
unequalled by any other financial institution in the West. 
When questions arise —the value of real property at the 
other end of the state or the appraisal of an investment 
on the other side of the world — he gets the answers fast. 


With 27 District Trust Offices located. throughout the 
state, one of these Bank of America Trust specialists is 
within easy reach of your office. If his skill and knowledge 
can be of help to you, why not give him a call? He’s a 
good man to know. A good man to trust. 


BANK OF AMERICA 


NATIONAL TRUST AND SAVINGS ASSOCIATION . MEMBER FEDERAL DEPO SURANCE CORPORATION 

















ies” by Arthur Wiesenberger; in 1959, 
327 companies were listed. 

Variable life annuities combine the 
“spread the risk” principles used by 
both the insurance and mutual fund in- 
dustry. At the same time, the variable 
life annuity has this familiar insurance 
feature: the man with a variable life 
annuity uses both capital and yield on 
that capital to get the maximum amount 
of income during his lifetime. 


Illustrative Uses* 


The variable life annuity can be used 
to solve a number of problems for the 
trust officer or estate planner, e.g.: 

A widow age 60 has $30,000. She 
leans toward equity investment but 
needs an income for the rest of her life. 
She is faced with this dilemna: If she 
uses up her capital and lives a long time, 
she may not have income in her later 
years. If she does not draw on the capi- 
tal she will not receive a large enough 
income to meet her needs. A variable 





*The illustrations used herein are hypo- 
thetical and do not reflect the experience 
of any existing variable annuity plan. 
variable annuity plan cannot assure profits 
or protect against depreciation in declining 
markets. The illustrations assume earnings 
based on the average stock market results 
in the past — a period of generally rising 
common stock prices. 
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life annuity investment can never be 
outlived; it would give this widow maxi- 
mum use of her income and capital. 

A woman, age 40, is getting a divorce 
from her husband. Her lawyer gets a 
settlement of a $35,000 single-premium 
immediate annuity. This will add about 
$1,400 the first year to her alimony and 
personal resources. During the next 20 
years it may well yield an income that 
averages twice that much. Because she 
has custody of two young children, she 
does not want to risk the possibility of 
having the income cut off should she 
die before they are on their own. A 
clause written into the annuity contract 
therefore guarantees that income pay- 
ments will continue for a period of at 
least 20 years. 

A man, age 60, has a 30-year-old daugh- 
ter who has been an invalid since her 
teens and totally dependent upon her 
father. Aware that his own death would 
cause considerable hardship but unwill- 
ing to settle property outright on a girl 
unfit to manage it, and unable to spare 
enough to establish a trust fund, the 
father settles on a variable annuity. For 
$10,000 he buys a single-premium de- 
ferred annuity to start when his daugh- 
ter is 50. At that age her annuity could 
—again on the basis of past perform- 
ance—be worth only $60,000 in cash. 
The father, however, stipulated that she 
may not touch the cash. She will instead 
receive an income that might start at 
about $3,000 and increase so that it 
might average nearly $6,000. 

A single woman is a teacher in a 
private school for girls. Twenty years 
ago she prudently began to pay premi- 
ums on an endowment policy—partly to 
assist her widowed mother in case she 
died, partly to accumulate cash for use 
in her later years. Now she is 50 and 
the endowment is about to pay her $10,- 
000. She considers leaving the money 
on deposit with the insurance company 
to pay her an assured fixed-dollar in- 
come for life when she retires at 65. 
But she decides against it, for this rea- 
son: she is entitled to social security 


‘benefits at age 65. These will assure her 


of $116 a month. A pension plan run by 
the school where she teaches will raise 
that to about $175 a month—all in 
“safe” inflation-vulnerable fixed-dollars. 
She does not feel it wise to entrust all 
her retirement money to fixed-dollar 
plans, so she purchases a single-pre- 
mium deferred variable annuity. 

A man inherits some real estate in 
another city. It turns out to be worth 
$40,000. He promptly sells it and with 
the proceeds buys a variable annuity. 


He is 45 now and in no special need 
of $40,000 to spend. At 65 he will need 
income. He also likes to feel that the 
value of his dollars will keep pace with 
inflation. 

A child star is 10 years old. For the 
past two years he has been getting 
around $1,000 a week for his role in the 
movies and a TV series. His folks figure 
he has two or three more years of this 
income, but after that, what? They pur- 
chase a $10,000 single-premium de- 
ferred annuity for him and specify that 
income is to start when he is 65. Thus 
they will store up for him some of the 
purchasing power he does not need now 
but may need badly then. At 65 his 
annuity could be worth over $400,000 
in cash-withdrawal values. His first 
monthly income check could be $3,000 
—a rate of $36,000 a year. His life ex- 
pectancy is then 16 years, and if he 
should happen to live out that exact ex- 
pectancy he could collect an average of 
$76,000 a year; a total of $1,220,000. 
All that from $10,000 plus 55 years, plus 
assumed common stock yields and 
growth; plus no taxes until retirement. 


Broad Market 


By far the greatest use of variable 
life annuities, I think, will be in sup- 
plementing provision for fixed-dollar re- 
tirement. Variable life annuities are 
needed by the military man on retire- 
ment pay, by the government employee 
who retires on a Civil Service or muni- 
cipal pension, by the company worker 
who has built up a substantial fixed- 
dollar retirement benefit and the rail- 
road worker who retires on a pension 
from the Railroad Retirement fund. 

To date, the most successful variable 
life annuity plan has been that adopted 
by the Teachers Insurance and Annuity 
Association for college teachers. Under 
this plan, at least half of the payments 
for the retirement benefits is placed in 
fixed-dollar annuities of the conven- 
tional type. The other half may be used 
to purchase variable annuity benefits 
through the College Retirement Equities 
Fund established in 1952 by a special 
act of the New York State Legislature. 
Today, over 50,000 people and over 
$100 million are in CREF. 

A person with both a fixed-dollar and 
variable life annuity is protected no 
maiter what turn.the economic weatliet 
takes. If prices go down, the fixed-dol- 
lar annuity payments will have grea‘er 
purchasing power. If prices go up, the 
number of variable life annuity dollars 
should go up. One type of annuity terds 
to serve as a hedge against the other. 
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--.a seller makes a sale, a buyer makes a buy in the big high-speed 
| government bond market at the Continental Illinois Bank 


How fast do cookies ‘“‘move”’ at your house? 

That’s how fast government bonds move here at the Continental! 

When you phone us to sell, chances are the sale will be made before you hang 
up ... phone us to buy, and we’ll probably have what you want right at 
hand, or certainly very close by. 

We’re one of the largest primary markets for U.S. Governments in the world. 
Our correspondents use this market freely. So do their customers. Why don’t 
you? Phone STate 2-9000, Chicago. 


CONTINENTAL ILLINOIS NATIONAL BANK 


Member Federal Deposit Insurance Corporation and Trust Company of Chicago 
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Administrative Aspects of 


POWERS OF APPOINTMENT 


OTTO J. ZACK 


Assistant Vice President, Chicago Title and Trust Company 


TRUSTEE IN DEALING WITH PROPER- 
A ty subject to a power of appoint- 
ment must consider certain factors 
which may not be all inclusive when 
conflict of laws is involved. These can 
generally be summarized as follows: 


e What is the nature of the donee’s 
power — general or special? 

e Where was the donee domiciled at 
the time of his death? 

e Did the donee die testate or intes- 
tate? (a) If he died testate, did 
he specifically refer to the power? 
(b) If there is no specific reference 
to the power, was the power con- 
sidered as being exercised pursu- 
ant to the law of the state in which 
the donee was domiciled at his 
death? 

e Is the donee’s will to be offered for 
probate and, if not, what is the 
trustee’s course of action? 

e What are the inheritance tax laws 
of the donee’s domicil? (a) Is the 
donee’s estate liable for such tax 
if the power is (i) exercised speci- 
fically or by statute? (ii) not exer- 
cised? (b) Are such taxes assessed 
against the donee’s- estate if (i) 
the power is a general power? (ii) 
the power is a special power? 

e@ Can the state of the donee’s domicil 
enforce the collection of any such 
tax due it, against the trustee of 
appointive property in another 
state and within what period? 

e What effect does a_ spendthrift 
clause in the donor’s will have on 
property subject to a general power 

(a, under (a) the common law? (b) 
statutory law? as against creditors 
of the donee’s estate? 


Inheritance Taxes 


What is the position of the trustees 
holding trust assets where an inheritance 
tax is asserted against appointive proper- 
ty by another state in which the donee 
is domiciled at his death? 

An inheritance tax claim is imposed 
upon the right to succeed to property 
passing by virtue of death; and, gener- 
ally the state conferring the right has 
the power to tax it.1 Usually this is the 
state where the decedent is domiciled 

This article, written at the request of the editors, 
is based upon a thesis submitted in partial fulfill- 
ment of the requirements of the Graduate School of 
Banking, A.B.A. 


1People v. Kellogg (1915) 109 N.E. 304, 268 II. 
489. 
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at the time of his death. It has been 
held by reason of the exercise or non- 
exercise of a power by the decedent over 
personal property located in a state other 
than his domicil, that the transfer stands 
on the same footing as if he owned such 
property, and is therefore taxable in the 
state of his domicil.? 

Many states have passed reciprocal 
or exempting statutes in which movables 
owned by a non-resident are exempt 
from such death taxes. Such statutes may 
or may not solve the problem. If a 
trustee is administering a trust in state 
Y, and the donee at his death domiciled 
in state O exercises the power in a 
manner designated by the donor, can 
state O enforce the collection of an in- 
heritance tax from the donee’s estate, 
or if such estate has sufficient assets for 
the purpose of paying the tax, can state 
O enforce collection from the trustee in 
state Y? 


A recent treatise points out that prior 
to 1946 the prevailing authorities indi- 
cated that one state could not enforce 
its revenue statutes in another state. Sub- 
sequently, at the time this article was 
published in 1956, twenty states, by 
statute, recognized suits filed for tax 
liabilities by foreign states extending a 
reciprocal privilege. One state, by judi- 
cial decree, offered recognition in cer- 
tain cases. Twenty-five states had not 
yet expressed themselves, judicially or 
otherwise, on the question (but in 1957 
Illinois also extended recognition). Two 
states had refused to enforce the rev- 
enue laws of their sister states.* 


Consequently, there appears to be no 
readily available solution to the prob- 
lem, except that the trustee in state Y 
should have its counsel for the trust re- 
view the law of state O. If, after the 
personal representative of the donee’s 
estate in state O has furnished the trus- 
tee complete information regarding ihe 
donee’s will and assets of his estate and 
whether the power was exercised, it is 

2In re Newton’s Estate (1950) 221 P. 952; 35 Cal. 
2d 830. 

3Joseph C. Gross, Liability of Trustee for Inheri- 


tance Tax of Foreign State, Graduate School of 
Banking, 1956, pp. 101, 102. 


established that some liability exists on 
the part of the trustee with respect to 
the appointed property, the trustee 
should insist that the personal represen- 
tative disclose the power in the tax re- 
turn filed on behalf of the donee’s es- 
tate. If the personal representative fails 
to make such a disclosure, or if no repre- 
sentative is appointed, the trustee should, 
for its protection, notify the proper au- 
thority in state O of the existence of 
the donee’s power, thereby placing state 
O on notice. Then if any tax liability is 
asserted and appears to be proper, it can 
be satisfied by the trustee. If no action 
is taken by state O to assert ithe tax 
the trustee can distribute the trust assets 
subject to the power and avoid personal 
liability on the ground it had not acted 
in bad faith. State O has no lien on 
the trust property.® If state O subse- 
quently sought to enforce or collect its 
tax it would be required to look to the 
distributees. 


It is fundamental that the trustee de- 
cide upon a plan of action, depending 
upon the state in which the donee was 
domiciled at his death, before distri- 
bution is made, or reserves established 
to cover potential liability. 


Within the past two years the Illi- 
nois Supreme Court considered a similar 
matter. Detroit sought to collect per- 
scnal property taxes due from an IIli- 
nois corporation which had abandoned 
its business in Detroit. The court held 
that a sister state can enforce its tax 
laws in Illinois. So long as the cause 
of action is not penal in nature, or ex- 
clusive in the courts of a sister state, 
the principles of comity require ihat 


such tax laws be recognized and en- 
forced.® 


The Michigan laws provided appropri- 
ate machinery and authority to enable 
proper officers to bring suit in other 
states to collect taxes legally due it. 


Goodrich v. Rochester Trust & Safe Deposit Co. 
(1916) 160 N. Y. Supp. 454, 173 App. Div. 577 

5In re Martin’s Estate (1931) 174 N.E. 753, 255 
N.Y. 359 affirming (1930), 240 N.Y. Supp. 393 136 
Misc. Rep. 51. 

8City of Detroit v. Gould (1957) 12 Ill. 2d 297. but 
see State of California v. St. Louis Union Trust 
Company (1953) 260 S.W. 2d 821. 
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However, many states have statutes that 
provide for an exclusive method of tax 
collection and no provision for its offi- 
cers to bring suit in sister states to col- 
lect such taxes. Perhaps amendment to 
the laws of such states comparable to 
that of Michigan will increase the num- 
ber of such proceedings. 


Spouse’s Rights 


What rights does the surviving spouse 
of a donee have in appointive property 
over which the donee possesses a power? 

Because a power is not considered 
property a spouse has no dower in ap- 
pointive property.‘ What then are her 
rights when she renounces the donee’s 
last will which has exercised a general 
power? The Illinois statute in part pro- 
vides,® 

“When a will is renounced by the 
testators surviving spouse in the 

manner provided in Section 17, 

whether or not the will contains any 

provision for the benefit of the sur- 
viving spouse, the surviving spouse is 
entitled to the following share of the 


testators estate after the payment of 
all just claims .. .” 


As appointive property is not the 
property of the donee it is not a part 
of his estate, unless the property has 
been appointed to his estate. In this 
latter event the rights of the surviving 
spouse are the same as if the donee 
died owning such property. If the gener- 
al power is exercised in such fashion 
that it is not available to his estate the 
surviving spouse will have no interest 
in the property. No Illinois case has 
been found defining the statutory lan- 
guage “testator’s estate,” but it seems 
illogical that property not appointed to 
the donee’s estate could be considered 
as a part of his estate in determining 
the surviving spouse’s interest upon re- 
nunciation of his will. It is suggested 
that should this problem confront a 
trustee or an executor that the pertinent 
state laws be consulted. 


The problem becomes a little more 
obscure when a donee partially exercises 
the general power in favor of his sur- 
viving spouse as she renounces his will. 
Actually this is unlikely to occur unless 
the sheer mathematics of the situation 
indicates that the surviving spouse might 
receive more dollars by renouncing than 
’y accepting the provisions of the will. 
‘or example, take a donee, having the 
‘ight to appoint property worth $100,- 
100, who owns $60,000 in his own name. 
f he bequeathes his wife all the ap- 

*Restatement of the Law of Property, American 


.aw Institute Publishers, St. Paul, 1940, Vol. III, 
1ec. 382. 


‘Illinois Rev. Stat. (1955) Chap. 3, Sec. 16. 
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around a reflecting pool, include a circular court-room-auditorium. 





pointive property and his own estate 
to his daughter, and the widow re- 
nounces, she should be entitled only to 
her statutory share of the property 
owned by the donee. The bequest to her 
of the appointive property would seem 
to fail. 

There are no reported cases in Illi- 
nois on this result. However, on an 
equitable basis if the surviving spouse 
obtains benefits under the donee’s will 
she cannot choose to accept them and 
in addition those benefits available by 
renunciation. Pennsylvania® — recently 
passed an act which in essence agreed 
with the equitable theory and compels 
the surviving spouse who renounces the 
donee’s will to take her statutory share 
and forfeit the benefits under the will. 


Legislation to Resolve Conflict 


Where an executor is faced with a 
renunciation of the donee’s will by the 
surviving spouse there is little if any- 
thing it can do except to see that the 
surviving spouse receives her distribu- 
tive statutory share. Any Federal estate 
tax or state estate tax return should not 
charge the surviving spouse with any 
more property than what she actually 
receives. 








*Purdon’s Pennsylvania Statutes, Title 20, Sec. 
180.8. 


The basic controversy is between the 
trustee of the appointive property and 
the surviving spouse. The trustee of the 
property must check the probate estate 
of the donee to see if the surviving 
spouse has renounced. It cannot be 
said, if the widow renounces the pro- 
visions of the donee’s will, that the 
donee has not exercised the power. The 
power having been exercised, the gift 
over cannot technically be considered 
as being effective. For the trustee to 
make a distribution to the takers by de- 
fault would require court approval and 
direction. Anything less would result 
in the trustee facing costly litigation and 
claims for the appointive property from 
the surviving spouse, the donee’s per- 
sonal representative, the takers by de- 
fault, and the legatees and devisees of 
the donee’s property passing under his 
will. To eliminate the problem of a trus- 
tee in trying to legally determine the 
merits of the claims of the contestants 
to the appointive property, legislation 
of a uniform nature is suggested, as fol- 
lows: 


“When a will is renounced by the 
testator’s surviving spouse as provided 
in Section — and the testator’s will 
exercises a power of appointment, in 
favor of his surviving spouse, the act 
of renunciation by the surviving 
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spouse; unless the testator has pro- 
vided otherwise in his will, shall be 
deemed for the purpose of this para- 
graph to negative the provisions of 
said will for the benefit of the donee’s 
surviving spouse and the appointive 
property shall vest in those persons 
or beneficiaries enumerated in the in- 
strument creating the power as the 
takers of the appointive property if 
the donee fails to exercise the power 
of appointment.” 


Illinois recently enacted legislation’® 
providing that when a will is renounced 
by the testator’s surviving spouse any 
future interest which is to take effect 
in possession or enjoyment at or after 
the termination of an estate or other in- 
terest given by the will to the surviving 
spouse shall take effect as though the 
surviving spouse had predeceased the 
testator, unless the will expressly pro- 
vides that such future interest shall not 
be accelerated. While this legislation 
might ostensibly solve the trustee’s prob- 
lem, its very basis is to accelerate re- 
mainders. It does not solve the problem 
of who is to receive the appointive prop- 
erty. 


Is Power Exercised? 


Another problem area is best illus- 
trated by the following example. As- 
sume A died in 1954. His will was dated 
in 1950 and created a full marital trust 
for his wife, with the attendant income 
and principal rights and power to ap- 
point the assets by her last will. Does 
her executor have any problems, if her 
last will was dated in 1948, as to the 
includibility of such trust assets in her 
estate for Federal Estate tax purposes if 
she died in 1959? Under the same facts, 
are there any problems if her will was 
dated in 1951, and she died in 1956? 


Again the following matter must be 
resolved: 


e Did A’s will require a specific refer- 
ence in the exercise of the power 
created therein? 


e If not, does a general residuary 
clause exercise the power if A’s 
widow dies a resident of the same 
state as A, or under the laws of the 
foreign state if domiciled else- 
where? 

e Can her will, predating his, exer- 
cise a power of which she had no 
knowledge? 


To aid the personal representative 
of the deceased widow of A in re- 
solving these- questions, certain general 
propositions are available’! assuming 
the donor did not intend to prohibit the 


leT}linois Rev. Stat., (1957) Chap. 3, Sec. 169. 

MAmerican Law of Property (1952). Vol. 5, Sec. 
23.41, Little, Brown and Company, Boston, p. 569, 
at 571, citing cases. 


exercise of the power by the donee’s 
antecedent will: 


(i) The donee’s will exercising a 
specific power, or a purported blanket 
exercise of all powers she has at her 
death, does in fact exercise such powers 
even though her will was executed prior 
to the creation of the power. 


(ii) Where the will is silent as to 
powers, but purports to pass property 
which can be identified as property over 
which the donee had a power at her 
death, the power is exercised even 
though the donee’s will was executed 
prior to the creation of the power. 


(iii) If no reference is made by the 
donee’s will to the power, or property 
subject to the power, her will can exer- 
cise the power if executed prior to the 
creation of the power if extraneous cir- 
cumstances show an intent to do so. 


(iv) If a presumption exists, by 
statute or judicial decision, that the 
donee’s will exercises the power, even 
though there is no reference to the 
power or to the property nor are there 
any extraneous circumstances showing 
such an intent to exercise the power, the 
exercise will be upheld despite the fact 
that the donee’s will was executed prior 
to the creation of the power. This propo- 
sition prevails unless the donee’s will 
provides otherwise. 


(v) In the absence of any of the 
previous propositions there is no pre- 
sumption that the donee’s will exercised 
the power where such will pre-dates the 
creation of the power. 


These rules appear to apply to special 
or general powers unless statutory law 
singles out the power to which it is ap- 
plicable. 

Consequently the executor of A’s 
widow’s estate acting under the 1948 
will must determine under the foregoing 
rules whether the power was exercised, 
and whether it is includible in the 
donee’s estate for Federal Estate tax 
purposes. As to the will dated in 195] 
no difficult problem should present itself. 


With the increase in powers of ap- 
pointment, corporate fiduciaries must ex- 
amine instruments submitted in deter- 
mining whether the instrument creates 
or exercise a power. It is equally im- 
portant where a marital trust has been 
created for the spouse to advise the 
beneficiary to consult with her attorney 
regarding the possible consequences of 
the exercise or non-exercise of the 
power, as should the trustee and the 
attorney for the trust. 


TRUSTS AND ESTATES 








ial 


ng 


the 
fax 
5] 
elf. 
ap- 
ex- 
fer- 
ites 
im- 
pen 
the 
ney 
of 
the 


tne 








Fidelity Trust and Peoples First have now 


consolidated to form the new 





PITTSBURGH 


The consolidation of these two recognized banking institutions brings 
a great new bank to the Pittsburgh area. It combines the abilities 
and long experience of outstanding trust personnel, to form one of 
the nation’s largest trust departments. 

The Trust Department of the new Pittsburgh National Bank offers 
comprehensive service in all fields of estate and fiduciary work with 
a background of experience that covers almost a century. 


PITTSBURGH NATIONAL BANK 


Pittsburgh 30, Pennsylvania 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


NovEMBER 1959 


1093 








DEFERRED PAYMENT OF ESTATE TAXES 


Is Installment Privilege Worth Exercising? 


NDER THE APPROPRIATE CIRCUM- 
U stances specified in Section 6166 of 
the Internal Revenue Code the estate tax 
attributable to an interest in a closely 
held business may be paid in install- 
ments over a period of ten years. The 
right to pay the tax in installments can 
only be availed of to the extent the tax 
is attributable to an interest in a closely 
held business which is included in deter- 
mining the gross estate of a decedent 
who was (at the date of his death) a 
citizen or resident of the United States, 
and which exceeds 35% of the gross 
estate or 50% of the taxable estate of 
the decedent. 


Form of Business 


Subsection (c) sets forth three sepa- 
rate definitions of the term “interest in 
a closely held business.” 


A. Proprietorships 


For tax purposes a_ proprietorship 
business is carried on by one person in- 
dividually and without corporate form. 
If two or more individuals engage in a 
business activity it is generally consid- 
ered a joint venture or partnership even 
though there be no partnership agree- 
ment.! Subsection (c) (1) provides that 
the interest must be that of “a proprietor 
in a trade or business carried on as a 
proprietorship.” This would eliminate 
any interest of the decedent as a creditor 
of the business, 

While the concept of a proprietor 
seems clear enough, the concept of 
“trade or business” for tax purposes 
poses a vexatious problem, which may 
be compounded by the peculiar quoted 
wording of Subsection (c) (1). The term 
“trade or business” is found in many 
different parts of the Internal Revenue 
Code. The determination is always a 
question of fact, but the courts and the 
Treasury Department have been com- 
pletely inconsistent in dealing with the 
facts. Different factors have been 
stressed in connection with business bad 


11.R.C. Sec. 761; Regulations, Sec. 1. 
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debt deductions under Section 166,” 
others for spin-off purposes under Sec- 
tion 355(b)® and still others for de- 
termining gains and losses under Sec- 
tions 1231 and 1237.* The decisions un- 
der Section 871 relating to non-resident 
aliens are in many cases irreconcilable 
with the decisions under Section 1237.” 
Section 6166 may make the problem 
even harder in that it not only requires 
that the decedent must have been en- 
gaged in a “trade or business,” but ihe 
business must be “carried on as a pro- 
prietorship.” This could be construed to 
mean that the decedent must have been 
engaged in a trade or business more 
actively than is necessary to qualify 
under certain other provisions of the 
Code. On the other hand, it could be 
construed merely as a distinguishing 
factor from the partnership provisions. 
It is hoped that the Commissioner of [n- 
ternal Revenue in his regulations will be 
explicit on this point end create some 
standards, preferably liberal ones. 


2Lander v. Self, 51-1 USTC Par. 9316 (D.C.—Ark. 
1950); cf. A. K. Ferguson, 16 T.C. 1248 (1951) and 
Samuel Towers, 247 F. 2d 233 (2nd Cir. 1957), 57-2 
USTC Par. 9884, Cert. den., 355 U.S. 914. 


3Regulations, Section 1.355-1(c). 


4Regulations, Section 1.1231-1(c) and 1.1237-1. 
See F. Bristline, 58-2 USTC Par. 9619 (9th Cir. 
1958); ef. H. R. McNeill, 251 F. 2d 863, 58-1 USTC 
Par. 9229 (4th Cir. 1957), cert. den. Oct. 13, 1958. 


5Lewenhaup v. Comm., 20 T.C. 151 (1953); Pin- 
chot v. Comm., 40-2 USTC Par. 9592 (1940). The 
factual situations in the many cases involved indi- 
cate that generally this is an area in which the Gov- 
ernment tends to blow hot and cold depending upon 
wherein lies the fiscal advantage. Particularly is the 
problem acute in the field of real estate activities 
when the activity is not the primary business of the 
taxpayer. Unfortunately, the Government is apt to 
take the position that such activities are a trade or 
business if the tax result is to produce ordinary in- 
come or, on the other hand, to take the position that 
such activities do not constitute a trade or business 
if the result is to deny a deduction or result in a 
greater tax in the case of non-resident aliens 
through the withholding provisions. Also, and per- 
haps more unfortunately, the courts tend to follow 
the Government’s lead. 


B. Partnerships 


Subsection (c) (2) provides that the 
closely held business interest will in- 
clude an interest “as a partner in a 
partnership carrying on a trade or busi- 
ness” if at least 20% of the total capital 
interest in the partnership is included in 
determining the gross estate of the de- 
cedent, or the partnership had ten or 
less partners. These two tests are in the 
alternative. If 20% or more of the total 
capital interest in the partnership is in- 
cluded in determining the gross estate 
of the decedent it is not necessary to 
consider the number of partners, or if 
there are ten or less partners it is not 
necessary to consider the portion of the 
interest included in the estate. It is pos- 
sible that to come within the 20% re- 
quirement, if the decedent’s interest is 
community property, the decedent must 
have owned at least a 40% interest in 
the partnership. Likewise, it is possible 
that the decedent’s interest, if commun- 
ity property, would constitute that of 
two partners. These points are discussed 
further below. 


C. Corporations 


In order for an interest in a corpora- 
tion to qualify, the corporation must 
first be carrying on a trade or business. 
If it is carrying on a trade or business 
there is a further alternative test: either 
20% or more in value of the voting 
stock of the corporation must be includ- 
ed in the gross estate or such corpora- 
tion must have ten or less stockholders. 
These qualifications must be met as of 
“the time immediately before the dece- 
dent’s death.” 


Not every corporation is carrying on 
a trade or business for tax purposes. 
Here, a holding company can create a 
real problem. If the decedent dies own- 
ing all of the stock of a holding com- 
pany which in turn owned the maior 
portion if not all of the stock in an 
operating company, the stock of ‘he 
holding company will not qualify un’ ess 
the holding company itself is deemec to 
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be carrying on a trade or business. 
There are many decisions under the old 
capital stock tax on this point. A mere 
holding company was not for such pur- 
poses deemed to be carrying on a trade 
or business. However, if the holding 
company undertakes management or in- 
vestment activities in connection with its 
subsidiaries it has been deemed to be 
carrying on a trade or business.® 

With regard to the two alternative 
tests, it is to be noted that the estate 
must own 20% or more in value of the 
voting stock of the corporation or the 
corporation must have had ten or less 
shareholders. It is possible that the 
decedent in the case of community prop- 
erty must have owned 40% or more in 
value of the voting stock of the corpora- 
tion and that the stock owned as com- 
munity property constitutes two stock- 
holders. 

Shortly after the adoption of the Reve- 
nue Act of 1958, the Commissioner tent- 
atively ruled in connection with Sub- 
chapter S that corporate stock owned by 
husband and wife as community prop- 
erty represents two stockholders.* This 
tentative ruling was recently nullified by 
P. L. 86-376 (effective for taxable years 
beginning after December 31, 1959) 
which added a new subsection (c) to 
Section 1371 relating to definition of 
Small Business Corporations for Sub- 
chapter S purposes. It provides that if 
stock is community property or held by 
husband and wife as joint tenants, ten- 
ants by the entirety or tenants in com- 
mon, such stock shall be treated as 
owned by one shareholder. 

The ultimate effect of P. L. 86-376 on 
the similar problem existing under Sec- 
tion 6166 is not clear. By its terms the 
corrective provisions of P. L. 86-376 are 
limited specifically to Section 1371. On 
the other hand, it is evidence that Con- 
gress is not in sympathy with the Com- 
missioner’s tentative interpretation of 
this community property problem. 
Whether the Commissioner will issue a 
similar ruling with respect to Section 
6166 remains to be seen. Until the Com- 
missioner’s attitude is clarified, it is pos- 





®‘Edwards v. Chile Copper Co., 270 U.S. 452 
1926); 1 USTC Par. 167; U. S. v. Peabody Co., 104 
2d 267, 39-1 USTC Par. 9503 (6th Cir. 1939). 
nerally a corporation is not deemed to be engaged 
carrying on a trade or business when it is oper- 
ed solely for the pleasure or recreation of its 
areholders. This, of course, applies to the incorpo- 
rited yacht or incorporated hobby. The Treasury 
Department has indicated that it could not rule 
vorably at this time that a corporation, 100% of 
e stock of which was held in an estate, was carry- 
g on a trade or business when the sole activity of 
© corporation was the holding of 80% of the stock 
another corporation actively engaged in a trade 
business even though the decedent had been the 
p-esident and general manager of the subsidiary 
erating company. 
’Proposed Regulations, Sec. 1.1371-1(d). 
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Complete your tax returns in minutes using the approv- 
ed Nelco pencil carbon paper method. The Internal Revenue 
Service has ruled that official U.S. income tax forms printed 
on Nelco special duplicator paper and filled in with impres- 
sions from Columbia Pencil Carbon paper are acceptable for 
filing. 


Nelco tax forms will cut in half both your preparation 
and your reproducing time. Eliminate all typing and all re- 
checking of tax returns. No time lost processing through 
machines; no machine investment required. Complete tax 
returns are ready for filing just minutes after you finish 
filling in the forms. 


Each page of the official form is printed on one side 
of the sheet only and padded in single pages. With a knife 
or letter opener just slit off the number of sheets you need 
and Nelco’s new glue binding will hold the sheets firmly 
together while you insert the carbon paper to make a “car- 
bon set’. U.S. Form 1041 plus Massachusetts, New York and 
Wisconsin fiduciary forms available. 


Fill in the tax forms with pencil and make the necessary 
number of carbon copies at the same time. Columbia’s Titan 
pencil carbon paper provides you with brilliant, legible 
copies and permits perfectly clean erasures. File the first 
carbon copy with the government. 
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sible that. husband and wife will be con- 
sidered as two stockholders or two part- 
ne-s with respect to community property 
shares or partnership interests. 


Quantum of Estate 


An interest in a closely held business 
will not qualify for estate tax deferment 
unless it is either 35% or more of the 
value of the gross estate of the decedent 
or 50% of the taxable estate of the dece- 
dent. These provisions in Subsection (a) 
contain identical language with Section 
303(b)(2) relating to redemption to 
pay death taxes, and no new problem of 
statutory construction appears involved. 

However, Subsection (d) of Section 
6166 sets forth a rule for aggregation of 
interests which is considerably more lib- 
eral than the rule for aggregation in 
Section 303. Under Subsection (d) if 
the estate has an interest in two or more 
closely held businesses they can be ag- 
gregated for purposes of the quantum 
rule provided there is included in de- 
termining the value of the decedent’s 
gross estate more than 50% of the total 
value of each such business interest, 
whereas the requirement under Section 
303 is 75%. 

If the decedent’s interest in a business 
is held as community property there is 
only included in the decedent’s estate 
50% of such interest and the aggrega- 
tion rule requires that more than 50% 
of the interest be included. In order to 
make the aggregation rule workable in 
community property estates Subsection 
(d) sets forth a special rule that for 
purposes of the 50% requirement for 
aggregation, an interest in a closely held 
business which represents the surviving 
spouse’s interest in the business held by 
the decedent and his wife as community 
property shall be treated as having been 
included in determining the value of the 
decedent’s gross estate. It is to be noted 
that this special rule applies specifically 
for purposes of determining the 50% 
requirement necessary for aggregation. 

By implication, the special rule would 
not apply under Subsection (c) in de- 
termining the 20% in value requirement 
for inclusion of a partnership interest or 
voting stock interest. It is reasonable to 
assume, therefore, that in order to meet 
the 20% requirement of partnership in- 
terest or corporate stock interest it will 
be necessary, in community property sit- 
uations, for the decedent to have owned 
at least 40% of the partnership or 40% 
of the voting stock of the corporation 
because only one-half of the decedent’s 
interest would be included in determin- 
ing the gross estate. 
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The quantum rule coupled with the 
voting stock requirements will cause es- 
tate tax planners to take another apprais- 
ing look at the thin incorporation prob- 
lem. Any debt of the corporation to the 
decedent would have to be excluded in 
determining the quantum rule, and such 
debt would necessarily decrease the per- 
centage of stock to total estate. 

On the other hand, preferred stock, if 
it has voting rights, will qualify under 
the quantum rule, and if issued at time 
of initial capitalization will not carry the 
adverse consequences of Section 306 
stock. 

The quantum rule should also be con- 
sidered in connection with life insur- 
ance. Key man insurance payable to the 
corporation would increase the value of 
the corporate stock; whereas, personal 
insurance payable to the individual or 
his estate would decrease the value of 
the corporate stock. 


Tax Deferred 


It is not the entire estate tax that can 
be deferred but only that portion attrib- 
utable to the closely held business. The 
amount of the tax deferred is the ratio 
that the closely held business interest 
bears to the total value of the gross 
estate. 

By virtue of this provision it now be- 
comes more important than ever to de- 
termine whether a business interest is 
separate property or community prop- 
erty when the full marital deduction is 
being invoked. For example, if we as- 
sume an estate in which 80% of the 
value consists of an interest in a propri- 
etorship business and the other 20% is 
clearly separate property, the amount of 
tax to be deferred will vary dependent 
upon whether the business interest is 
separate property or community prop- 
erty. Assuming there is a formula mari- 
tal deduction clause, the matter of de- 
termination of the nature of the prop- 
erty would not have been too material 
heretofore except in the determination 
of the amount by which deductions and 
administration expenses are reduced be- 
cause of the inclusion of community 
property in the gross estate. However, 
with respect to tax deferment, if the 
business is separate property the entire 
value is included in the gross estate and 
represents 80% of such gross estate. 
Accordingly, 80% of the tax could be 
deferred. If the business is community 
property only one-half is included in 
the gross estate and, accordingly, only 
6624% of the tax can be deferred. In 
either event the net taxable estate is 
substantially the same. 


- It would appear that if the quantum 
rule is once satisfied, either directly or 
through aggregation, the entirety of the 
closely held business interests can be 
aggregated to determine the amount of 
deferment. For example, if stock in a 
corporation carrying on a trade or 
business constitutes 40% of the value of 
the gross estate of the decedent and the 
estate has three other interests in closely 
held businesses none of which represents 
50% or more of such business, but all 
of which in the aggregate represents 
20% of the value of the gross estate, 
the estate would be entitled to defer 
60% of the tax. 

Deferment is a matter of choice, rest- 
ing with the executor. The number of 
installments and the amount of each in- 
stallment is to be determined by the 
executor provided the amount of tax de- 
ferred be paid in equal annual install- 
ments over a period of not in excess of 
ten years.® This means the first install- 
ment must be paid at the time the return 
is due, fifteen months from date of 
death, and the balance in equal annual 
installments not in excess of nine addi- 
tional installments. 

The Commissioner has issued tempo- 
rary regulations which do not prescribe 
any special form but require that the 
notice be in the form of a letter ad- 
dressed to the District Director, which 
letter shall state the amount of tax de- 
ferred and the number of installments 
including the initial installment in which 
the tax deferred is to be paid. The notice 
should also list the interests in a closely 
held business by reference to schedule 
and item number of the estate tax re- 
turn, and should set forth the facts which 
form the basis for the executor’s con- 
clusion that the estate qualifies for tax 
deferment. 


Effective Date—Deficiencies— 
Interest 


Basically the new provisions apply to 
all estates where the due date for filing 
the estate tax return (including any ex- 
tensions) is after September 2, 1958. 
The election once made also applies to 
deficiencies in estate tax. The amount of 
deficiency to be deferred is determined 
on the same ratio basis as the original 
tax. It would appear that if the defici- 
ency is attributable to increase in value 
of an interest in a closely held business 
the original ratio of deferment as well 
as the subsequent ratio for the deficiency 

(Continued on page 1164) 
8I.R.C. Sec. 6166(a); Temp. Regulations, Sec 


24.1-1(d). 
®*Temp. Regulations, Sec. 24.1-1(d). 
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ABA ELECTS REMINGTON - 
MILLER CITES ECONOMIC GOALS 


tions the American Bankers Asso- 
ciation 85th annual convention in Miami 
Beach during the last week of October 
elected as its new president John W. 
Remington, president of the Lincoln 
Rochester (N. Y.) Trust Co. Succeeding 
him as vice president is Carl A. Bimson, 
president of the Valley National Bank, 
Phoenix. I. F. Betts, president of The 
American National Bank of Beaumont, 
Texas, was elected treasurer. 

Mr. Remington, who came up through 
the trust department of Lincoln Roches- 
ter, is a graduate of the University of 
Rochester and Harvard Law School. He 
was a member of the first graduating 
class (1937) of The Stonier Graduate 
School of Banking at Rutgers. Before 
entering the trust business, Mr. Reming- 
ton practiced law in Rochester and was 
assistant United States attorney for the 
Western District of New York. 

Mr. Bimson, who becomes in line for 
the presidency in 1960, attended Colo- 
rado A. & M. College (now Colorado 
State University) and later was em- 
ployed by the Mountain States Tele- 
phone & Telegraph Co. in Denver. He 
entered banking in 1933 with the Valley 
National where he rose to the presi- 
dency 20 years later. 

Mr. Bimson is a past president of the 
Arizona Bankers Association and the 
Phoenix Clearing House Association. He 
was vice president of the Financial Pub- 
lic Relations Association in 1952-53. In 
the A.B.A. he has been a member of im- 
portant committees and commissions. 

In his remarks of acceptance, Mr. 
Remington set the Association’s sights 
on four targets: 


Wi MORE THAN 9,000 REGISTRA- 





1. We must foster a sound economic 
environment. 

2. We need to improve the competi- 
tive environment for banking. 

3. We must serve the public better. 

4. We as an Association through our 
staff officers and members must tell the 
story of banking. 

The nation faces a crisis which de- 
mands the same unity of purpose and bi- 
partisan approach that so many times 
in the past proved essential, according 
to outgoing president Lee P. Miller, who 
is president of Citizens Fidelity Bank 
and Trust Co., Louisville. “This crisis,” 
said Mr. Miller, “is not a shooting war. 
but a new phenomenon—the impact of a 
heavy defense and scientific develop- 
ment program in an age of missiles. The 
resulting environment contains many of 
the economic forces produced by war. 
but thus far has involved very little of 
the discipline and sacrifice usually asso- 
ciated with a war. 

“We should be thinking in terms of 
bipartisan economics. Since the survival 
of our nation will ultimately depend 
upon our economic strength, the leader- 
ship of both our political parties will 
have to share the responsibility for the 
adoption and vigorous pursuit of polli- 
cies to preserve that strength. At the 
heart of our economic strength is the 
soundness of our government’s finances, 
and the soundness of our money,” Mr. 
Miller emphasized. 

“The realities of the present-day world 
tell us that we cannot afford to be pre- 
occupied solely with the material things 
that benefit the consumer directly. A 
rocket shot to the moon cannot please 
the palate like a hot dog, but it is sym- 


Officers of American Bankers Association at 85th Annual Convention (from left): I. F. 
Betts, treasurer; Carl A. Bimson, vice president; Merle E. Selecman, executive vice presi- 


dent and executive manager; Lee 


P. Miller, outgoing president; and new president 


John W. Remington. 
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bolic of a missile age which, for mil - 
tary security reasons, imposes great r-- 
sponsibilities upon us. Too few of us 
recognize these responsibilities, and tco 
many of us are content to press for bet- 
terment of our standard of living in all 
sorts of ways, regardless of whether 
they may impair the strength upon 
which both national security and gen- 
uine and lasting economic prosperity de- 
pend. 

“No subject could be more important 
to bankers than our country’s economic 
strength. About two months ago, the As- 
sociation launched a program to foster 
economic growth and to combat infla- 
tion, guided by a new special Committee 
for Economic Growth without Inflation. 

“Our educational program will con- 
centrate on explaining the factors affect- 
ing economic growth, combating the no- 
tion that inflation is inevitable, explain- 
ing why inflation is cause for serious 
concern, and advocating policies that 
should be followed to promote growth 
and to avoid inflation. A new booklet: 
“A Banker Discusses—Inflation, Credit 
Control, and Interest Rates” is designed 
for wide distribution among your own 
officers and employees, and customers. 

“The other main part of the new pro- 
gram will involve taking an active inter- 
est in federal legislation which has an 
important bearing on economic progress 
and growth. It has become increasingly 
evident that sound public economic poli- 
cies cannot be achieved without wide- 
spread understanding and support. It is 
also clear that bankers have a duty to 
contribute to the public’s understanding 
of these matters.” 

New York City will be site of the 1960 
convention of the Association which now 
numbers 17,690 banks and branches, in- 
cluding 132 members in foreign coun- 
tries. The dates are September 18-21. 
Mr. Remington said that plans are being 
made for the 1961 convention in San 
Francisco, October 15-18. 


A AA 


SOUTHERN TRUST CONFERENCE IN 
St. PETERSBURG 


The American Bankers Association's 
third Southern Trust Conference will be 
held in St. Petersburg, Fla., May 12-13, 
1960. Hosts to the conference, whicl: will 
be held at the Colonial Inn-Desert 
Ranch, will be the banks of Pirellas 
County that have trust department 

The meeting is expected to craw 
trustmen from Alabama, Arkansas, © lor- 
ida, Georgia, Kentucky, Louisiana, Mis- 
sissippi, North Carolina, South ¢ aro 
lina, Tennessee, Texas, and Virgini:. 
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A.B.A. Trust Division Holds 
Annual Meeting 


Charles W. Hamilton, senior vice 
president and trust officer, National 
Bank of Commerce, Houston, was ele- 
vated to president of the Trust Division 
at the annual convention of the Ameri- 
can Bankers Association in Miami Beach 
Jast month. Robert R. Duncan, chair- 
man of the board Harvard Trust Co., 
Cambridge, moved up to the vice presi- 
dency and his post as chairman of the 
Executive Committee was filled by 
Thomas H. Beacon, vice president First 
National Bank of Chicago, who thus be- 
comes heir apparent to the presidency in 
1961. 

New members of the Executive Com- 
mittee for a three-year term are: Clar- 
ence D. Cowdery, vice president, Boat- 
men’s National 
Bank St. Louis; R. 
O. Kwapil, vice 
president and sen- 
ior trust officer 
First National 
Bank of Nevada, 
Reno; Joseph M. 
Naughton, presi- 
dent Second Na- 
tional Bank Cumberland, Md.; C. E. 
Treman, Jr., vice president and trust offi- 
cer, Tompkins County Trust Co., Ithaca, 
N. Y.; and W. F. Worthington, vice- 
president and senior trust officer First 
National Bank in Dallas. 


A good deal of the economic growth 
prophesied for the next decade of the 
“soaring sixties” may be simply a re- 
flection of further dollar inflation, ac- 
cording to Carlysle A. Bethel, outgoing 
president of the Trust Division, and vice 
chairman of the board and senior trust 
officer, Wachovia Bank and Trust Co., 
Winston-Salem. Trust institutions must 
have absolute growth in real business 
volume, measured in terms of serving 
more customers and serving them in 
broader and more profitable capacities, 
Mr. Bethel observed. His remarks on 
that score are summarized at page 1161. 





THOMAS H. BEACOM 


An 11-point economic program was 
outlined by Herbert V. Prochnow, vice 
president, First National Bank of Chi- 


cezo, “if the nation is to maintain its 


} le dership as the major economic power 


0: the world.” Among the urgent recom- 
m ndations made by Mr. Prochnow were 
a oalanced budget, removal of interest 
re e ceiling on longer term federal se- 
cu cities, reduction in farm program ex- 
pe iditures for stockpiling, lowering of 
Cc porate and personal income taxes, 
al more aggressive selling of Ameri- 

a. goods in foreign markets (p. 1108). 
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Officers of the Trust 
Division A.B.A. Con- 
vention: Carlysle A. 
Bethel, outgoing presi- 
dent; Charles W. Ham- 
ilton, incoming presi- 
dent; and Robert R. 
Duncan, vice president. 





Machines in the Trust 
Department 


Responses to inquiries by TRUSTS AND 
EsTATEs reveal the following uses of ma- 
chines in trust operations. 

Property records, income and princi- 
pal cash records are currently main- 
tained on IBM at Manufacturers & Trad- 
ers Trust Co., Buffalo, N. Y. The ma- 
chines produce regular cash statements 
and investment reviews of individual ac- 
counts. Collateral benefits include listing 
any one corporate holding in many ac- 
counts, lists of over-all holdings by size 
or number of shares, the running of 
daily cash balances, and summaries of 
purchases and sales over a period of 
time. A fine balance must be kept be- 
tween the administrative man and the 
operations man, with a continual ex- 
change of ideas, to assure that only those 
collateral activities are undertaken that 
will truly assist the trust department (or 
any other department engaged in simi- 
lar machine uses). 

About 40% of the corporate trust ac- 
counts are being processed on a Bur- 
rougs 205 computer at First Pennsylvan- 
ia Banking & Trust Co., Philadelphia, as 
well as a small segment of insurance ac- 
counting for Mutual Funds. A study of 
personal trust operations for conversion 
to the computer will begin in six months 
or so when systems analysts are avail- 
able. In December a Burroughs 220 will 
replace the present 205 and a second 220 
will be installed next June. As the per- 
sonal trust operation will be a large vol- 
ume project, complete conversion is ex- 
pected to require up to two years of 
work. 

“ERMA” — the electronic data proc- 
essor developed at Bank of America, 
N.T. & S.A., San Francisco at present is 
handling only one trust function, al- 
though more are expected later. Its pri- 
mary purpose was to aid commercial de- 
posit accounting, and further trust uses 
will be examined after conversion of the 
commercial accounts has been com- 
pleted. The present trust use is for the 





Systematic Investment Plan, which now 
has 63,000 accounts. This is a program 
for monthly (or more frequent) depos- 
its by customers for investment in mu- 
tual funds. 


Trust accounting on tabulating equip- 
ment will be in operation after January 
1, 1960 at Western Pennsylvania Na- 
tional Bank, McKeesport. This will in- 
clude assets and investment control, in- 
come and expense accounting for indi- 
vidual trusts and for the Common Trust 
Fund. The decision to make trusts the 
first application was dictated by the fact 
that the trust department was rapidly 
outgrowing its existing accounting 
equipment. 

















“TOO BUSY 


to give up a few hours a year 
for a health checkup? 

Your best cancer insurance is 
a thorough checkup every year, 
and alertness to Cancer’s 7 
Danger Signals, 

Learn how to guard yourself 
against cancer. Write to 
“Cancer” in care of your 
local post office, or call your 
nearest office of.., 


American Cancer Society Ye 
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Boston 10 - 75 Federal Street - LI 2-6200 - 


last year we provided over 125 
solutions to the problems of 


Estate Portfolio 
Distribution 


In 1958 Kidder, Peabody sold over 125 blocks of stock* 
which were owned by individuals and corporations other 
than the issuer. Many of these blocks represented parts of 
estate and trust portfolios, large and small. 

Our successful handling of their distribution and sale was 
based on Kidder, Peabody’s ability to find the appropriate 
market for the type and number of securities held—and to 
make the most effective use of it. 

Some of the blocks were Private Placements—a major 
means of disposing of large blocks of stock. We offer broad 
knowledge and experience in determining how, when and 
where to use this method and the best terms on which 
financing can be arranged. 

Others were Secondary Offerings which, in order to have 
maximum success, require national coverage, facilities, dis- 
tribution and the ability to place stocks in the hands of 
strong individual and institutional buyers. 

We are thoroughly familiar with the variety of techniques 
for selling blocks of stocks on the floors of national stock 
exchanges. 

If you are facing problems of distribution and sale of an 
investment portfolio for an estate or trust, our partners 
would be glad to discuss your particular situation at your 
convenience. Call or write the Resident Partner in the 


Kidder, Peabody office nearest you. There is no obligation. 


Kipper, PEABODY & Co. 


FOUNDED 1865 


New York 5 - 17 Wall Street - HA 2-8900 - New York 17 - 10 East 45th St. - MU 2-7190 
PuiLapEcpnuia 9 - 123 So. Broad St. - KI 5-1600 - 





*A Partial Listing 


Number 
of Shares 


50,000 
33,000 
6,000 
5,000 
25,000 
37,000 
10,000 
5,000 
130,000 
10,000 
15,000 
100,000 
108,925 
11,200 
74,925 
33,000 
20,000 
10,000 
25,000 
6,000 
30,000 
10,500 
5,000 
5,000 
30,000 
10,000 
16,400 
5,000 
100,000 
9,000 
106,150 
10,000 
177,235 
150,000 
50,000 
11,400 
15,000 
10,000 
5,000 
3,500 


Company 
ACF Industries, Inc. 
American Insurance Co. 


American Investment Co. of Illinois 


American Telephone & Telegraph 
Bendix Aviation Corp. 
Beneficial Finance Co. 
Bethlehem Steel Corp. 
Boeing Airplane Co. 
Chrysler Corp. 
Commercial Credit Co. 
Container Corp. of America 
Douglas Aircraft Co. 
Duffy-Mott Co. 
Federated Department Stores 
Florida Steel Corp. 
General Time Co. 
Gustin-Bacon Mfg. Co. 
Hertz Corp. 
Interstate Power Co. 
Kern County Land Co. 
Koppers Co. 
Louisville Gas & Electric Co. 
Northern Natural Gas Co. 
Panhandle Eastern Pipe Line Co. 
Pittsburgh Plate Glass Co. 
Plough, Inc. 
Republic Steel Carp, 
Richfield Oil Corp. 
William H. Rorer, Inc. 
Sears, Roebuck & Co. 
Socony Mobil Oil Co., Inc. 
Standard Oil Co. of California 
Standard Packaging Corp. 
Standard Pressed Steel Co. 
Suburban Gas Service 
Union Carbide Corp. 
Union Electric Co. 
United Gas Improvement Co. 
United Shoe Machinery Corp. 
Vick Chemical Co. 


Members New York, American, 
Boston, Philadelphia-Baltimore, 


Midwest and Pacific Coast Stock Exchanges 


Cuicaco 3 - 33 So. Clark Street - AN 3-7350 


Los AncELEs 14 - 210 W. 7th Street - MA 8-3271 - San Francisco 4 - 140 Montgomery St. - EX 7-4900 
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Om DivipENDS SEEM SECURE 
DesPITE INDUSTRY PROBLEMS 


Long term investment prospects for 
the petroleum industry still appear good, 
even though it is currently faced with 
problems of curbing output from its 
over-expanded producing, refining, 
transportation and marketing facilities. 
As a consequence of over-building 
capacity during the past several years, 
the industry has over-produced to a 
point this year where recovery in prod- 
uct prices and profits from 1958 reces- 
sion lows has been impaired. Inven- 
tories of crude and products have been 
built to a 1959 level which has resulted 
in another slide in prices, particularly 
for products. Notwithstanding, it is be- 
lieved that this over-supply situation is 
temporary, and that in time the supply 
side of the balance sheet will be brought 
into line with demand. Several factors 
have tended to aggravate 1959 condi- 
tions, the most important being imposi- 
tion of mandatory import controls 
on crude and reduced demand for 
petroleum products directly and indi- 
rectly due to the steel strike. 


To comprehend the present condition 
of over-supply and surplus capacity, it 
is necessary to review briefly industry 
history since World War II. Between 
1947 and 1952 there was a strong up- 
ward surge in demand for products in 
the United States which averaged about 
0% annually. Many factors contributed 
o this unusual growth, among them 
harply rising demand for fuel oil for 
iome heating, conversion of railroads 
'o diesel fuel, and a high rate of gaso- 
‘ne consumption, accelerated by the 
apid shift to motor vehicles and air- 
lanes as preferred means of passenger 
ransportation. For the next five years 
‘0 1957 there was a decided slowdown 
in domestic use of petroleum products 
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with the average annual growth rate de- 
clining to about 4%. Actually, this de- 
cline reflected partly a decrease in rate 
of growth in our national economy, for 
in 1947-1952 national production rose 
on an average of 4.6% annually, but 
for the succeeding five years declined 
to an average of 3.1%. Postwar the de- 
mand abroad for petroleum products has 
shown an exceedingly high growth rate, 
averaging about 9% annually. Rising 
demand outside of the United States 
has been due not only to rebuilding of 
devastated countries but to a major 
switch, particularly in Western Europe, 
from coal to fuel oil. 

The industry estimates future con- 
sumption of petroleum products in the 
United States to rise between 3.5% to 
4% annually, and for the Free World 
outside of the United States by 6% to 
7%. Therefore normal expectation is 
that demand will rise by about 5% 
annually for the Free World. 

The investment popularity of petrol- 
eum equities postwar was due to the 
above average growth record of the in- 
dustry, excellent profits, and the con- 
viction that crude production in the 
United States could be held in check 
through proration, thus stabilizing the 
price structure. Crude during World 
War II was pegged at about $1.17 a 
barrel, but between 1946 and 1948 the 
decontrolled price rose to about $2.65. 
In 1953 and again in 1957 during the 
Suez crisis crude prices were raised to 
their average postwar high of about 
$3.15 in this country. With demand and 
prices rising, earnings of the petroleum 
companies from 1947 through 1952 in- 
creased in many instances four to five 
times, and more. 

The substantial rise in earnings 
through increased volume and _ prices 
was also aided by the fact that the com- 
panies were, to an important extent, liv- 
ing off reserves discovered during and 
prior to World War II. Capital spending 
of individual companies, mainly in pro- 
duction, was beginning to rise during 
this period, but had not yet fully re- 
flected charges to income from acceler- 
ated drilling. From 1953 to 1957 the 
full impact of these principally non-cash 
charges for depreciation, depletion, 
amortization, and dry hole costs, was 
fully realized. Thus, even though dollar 
sales continued to climb, reported earn- 
ings generally leveled off after 1952, 


but non-cash charges against income 


... Funds Index 
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were rising substantially, reflecting high 
capital spending. As a consequence cash 
earnings (net income plus non-cash 
charges) for the petroleum industry to- 
day are about at peak levels, even 
though reported earnings may be off 
moderately from record 1957 levels. 

Because of high profits in early post- 
war years, substantial rise in consump- 
tion and the fast rate of depletion of 
reserves, it was financially attractive 
and also necessary to make large capital 
investments in all industry divisions. 
However while the rate of demand in- 
crease was slowing down in 1955-1957, 
the pace of capital investment was still 
rising. Expenditures for new crude re- 
serves abroad and transportation facili- 
ties were particularly large, and as a 
consequence imports of both foreign 
crude products began a substantial rise. 
Even though United States crude re- 
serves have been added to only moder- 
ately, there is presently considerable 
excess capacity of an estimated 2 million 
barrels a day compared with current 
crude production of about 7 million. 

In the domestic refining segment, 
large unused capacity exists ioday, and 
for 1959 refiners will operate at about 
an estimated 84% rate. Part of excess 
capacity has been due to the require- 
ment by some foreign producing coun- 
tries that refineries be constructed on 
their soil. Thus an increasing amount of 
their own crude has been refined locally 
rather than shipped to United States 
refineries. The transportation end of the 
business is also plagued with excess 
capacity, particularly surplus tankers. 
Tanker rates are at their lowest level in 
several years and a very large portion of 
the world’s fleet is inactive, due to the 
post-Suez building boom in tankers, to 
a large extent. 

In 1958 the domestic and foreign 
petroleum industry entered a year of 
business recession with the greatest 
capacity to produce, refine, market, and 
transport crude oil and its products in 
history. Recession in the United States 
brought reduced demand during the first 
half with decided weakness in product 
prices. During the last half of 1959, 
there came a moderate recovery in both 
demand and prices but impeding this 
recovery was a substantial rise in im- 
ports of crude and products, mainly the 
latter, under the voluntary import pro- 
gram. It became obvious late in 1958 
that the “voluntary” program was im- 
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practical, since it was unable to effec- 
tively control importation of petroleum. 
The Administration concluded late in 
1958 that a mandatory import program 
was necessary. During the first quarter, 
while details were being worked out, 
crude oil and products at record levels 
were coming in, keeping inventories too 
high. Notwithstanding, first quarter 
earnings were good with demand up 
some 8% over the previous year and 
product prices showing further strength. 
It seemed then that the industry was 
well on its way toward full recovery in 
prices and profit margins, at least to the 
1956-1957 level. 

About the middle of March the Ad- 
ministration imposed mandatory import 
controls upon both crude and its prod- 
ucts. It was anticipated that strict im- 
port controls, together with domestic 
proration of crude, would materially 
strengthen the industry but almost the 
opposite result was achieved. Firstly, the 
amount of crude imported was based 
upon total consumption, with each re- 
finer given an allocation related gener- 
ally to refiner runs. Thus a refiner was 
induced to increase runs to obtain a 
higher allocation in the next period. 
This situation resulted during the second 
quarter in refinery runs well in excess 
of market requirements and an ab- 
normally high product inventory. Fur- 
thermore, since many refiners found that 
they could trade or sell their import 
allocation, generally about 10% of runs 
for certain refiners, a larger profit 
spread was thus obtained. Under these 
circumstances, price cutting to obtain 
additional volume was encouraged. 

The timing of the import program was 
unfortunate since it came at the time 
when a sharp downswing in seasonal 
consumption occurs. In the peak months 
of December, January and February, 
domestic consumption runs at about 10- 
11 million barrels daily, and in May and 


June falls off to around 8-9 million bar- 
rels. 


To further aggravate the oversupply 
situation, the steel strike in mid-July 
cut off not only large direct sales to the 
steel industry in the form of residual 
oil, but undoubtedly caused substantial 
reduction in consumption indirectly in 
other products, such as gasoline. This 
was evident when domestic consumption 
for the third quarter rose only 3% over 
1958, compared with a 6.8% gain for 
the first six months. Product prices 
slumped to the Spring °58 level. 


One of the principal causes of con- 
cern to petroleum investors is whether 
the industry can control the supply of 
crude from the huge foreign reserves, 
mainly in ihe Middle East and Africa. 
Of particular importance at this time are 
the large reserves in the Sahara desert 
which are now coming to market. Also 
during the past year new fields have 
been discovered in Libya which promise 
to be among the largest in the world. 
The specter of a flood of oil hitting 
world markets from these two major 
discoveries looms large in the minds of 
long-term investors in petroleum. How- 
ever, collapse of world crude and prod- 
uct prices from these new discoveries 
seems quite unlikely. Outside of the 
United States there are only eight major 
oil companies operating, which include 
the five American internationals: Gulf 
Oil, Socony Mobil, Standard Oil Co. 
(Cal.), Standard Oil Co. (N. J.), and 
Texaco; plus British Petroleum, the 
Royal Dutch Shell Group, and Com- 
pagnie Francaise des Petroles. These 
companies combined control abroad 
more than 95% of production, refining, 
and most important today, the outlets 
for products. The new Sahara oil is to 
be sold in the French market under con- 
trol of the major French company, and 
it is doubtful that appreciable amounts 
can be sold elsewhere. 





a LIFESAVER for Community Bank Trust Officers 
Who Need Assistance “FROM THE TRUST VIEWPOINT" 


TRUST INVESTMENT = 
COUNCIL 





Yes ... Studley, Shupert Trust Investment 
Council services go far beyond mere statistical 
data and generalized analyses of 

economic conditions. Instead, the Council 
augments its Members’ trust department 
personnel with a staff of experienced, 
competent, trust-minded specialists .. . 

and these assist Members in attaining the 
specific trust objectives of individual accounts. 
We invite you to investigate the advantages 


na of Council Membership. Write Dept. TE-2. 
STUDLEY. SHUPERT TRUST INVESTMENT COUNCIL 


1617 Pennsylvania Boulevard, Phila. 3, Pa. 


1102 


24 Federal Street, Boston 10, Mass. 


In order to enter world consumir.¢ 
markets, the capital investment required 
of an independent producer in transpo -- 
tation, refining, and marketing faciliti:s 
is very large. There are few companies, 
other than the ones mentioned, in a posi- 
tion to provide such capital. Since each 
company is primarily concerned wiih 
providing crude for its own outleis, 
there is a limited interest in selling it 
in world markets, which might under- 
mine the petroleum price structure. As 
overall policy, the major international 
oil companies attempt to establish un- 
derground reserves around the world, 
even though not currently needed, to be 
tapped as a future alernate source when 
economic and political conditions are 
unfavorable in an important producing 
area. Therefore, although there exists 
abroad a large potential, it seems un- 
likely that substantial excess production 
will come on the market to break the 
existing price structure. 


So far in 1959 earnings recovery of 
the petroleum industry from depressed 
1958 levels has been moderately good. 
The primary factor has been the volume 
increase of about 5% in the United 
States, although average product prices 
for the first nine months generally have 
not been much higher than in 1958. Al- 
so, most companies have instituted 
strict controls over operations, with re 
duced capital spending for many com- 
panies and lower charges to income for 
dry holes and other drilling expenses. 


While there is still no evidence of 
change in the outlook, it is possible that 
within the next six months a decided 
improvement could occur. The industry 
is now entering its peak consuming 
season in the winter months with re- 
finery runs, crude oil production, and 
imports well below anticipated consump- 
tion, which should lower product in- 
ventories. If this does occur product 
prices may materially strengthen, thus 
improving the profit picture for the re- 
fining segment, which has been princi- 
pally responsible for the lower reported 
earnings of the industry in 1958 and 
1959. 


Financially the companies continue in 
very strong position with substantial 
cash and working capital. Internal cash 
generation remains very high and in 
general non-cash charges are suffic'ent 
to take care of an adequate cajital 
spending program. Therefore, it is be- 
lieved that present dividends of roost 
companies are well protected. 


Rocer R. SHARP 
HARRIS, UPHAM & 20. 
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Why don’t you talk to the people at Chase Manhattan? 


Corporate treasurers and officials of states, counties, 
municipalities and public authorities have been 

pleased with the friendly, courteous and helpful services 
of The Chase Manhattan Bank. Our Trust Department 
is unusually well equipped to act as trustee, paying agent, 
registrar and sinking fund agent for all security offerings. 
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THE 
CHASE 


MANHATTAN 


BANK 


CHARTERED In 1799 


Head Office: New York 15 


Member Federal Deposit Insurance Corporation 
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GROWTH vs. YIELD — AGAIN 


The preoccupation of trustees with 
equity investment is evidenced by the 
prominence of the subject at their meet- 
ings. Almost no trust conference passes 
without a prominent spot on the pro- 
gram devoted to appraising the business 
outlook and prospects for selected indus- 
tries. Investment panels, complete with 
crystal ball, pick their favorite stock 
candidates and discuss, among other 
matters, suggested percentages of stock 
investments in trust accounts. The most 
noteworthy news in this category at the 
mid-October Western Regional Confer- 
ence of the ABA was, however, the 
statement by Trust Division President 
Carlysle A, Bethel that, under proper 
circumstances, 75% in equities would 
be a “not excessive ratio” in a trust 
fund. (See p. 1120.) 

Noting that 33% in stocks would have 
been a bold trustee gesture 25 years 
ago, Mr. Bethel asserted that stocks of 
well-selected growth companies outper- 
form bond yields over the years through 
reinvestment of retained profits, while 
their plant values and earning power 
adjust to the upward spiral of prices in 
inflationary periods, as opposed to 
fixed-dollar bonds which can suffer 
severely in market value through fluctua- 
tions in interest rates and which, addi- 
tionally, have no compensation for 
shrinking dollar values. Stock prices 
have, on average, always come back and 
cost can be recovered or exceeded if 
proper timing is exercised. The trustee 
must, he stressed, diversify by industry 
and company as well as in timing com- 
mitments to avoid peak prices and must 
always be alert to move out of deterio- 
rating situations into “blue chips of the 
future before they turn to indigo,” even 
if capital gains taxes are incurred. 

Mr. Bethel also quoted majority eco- 
nomic evidence as favoring a steady up- 
ward pressure on prices which will re- 
sult in some degree of inflation each 
year or series of years as another factor 
favoring stocks as long-term holdings., 
even though a trustee’s duty may only 
be to cope, within reason, with changing 
economic conditions facing his bene- 
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ficiaries. Certainties in the overall pic- 
ture seem, he said, to outweigh uncer- 
tainties and with the magnitude of 
cyclical fluctuations reduced, trustees 
are in general using more stocks, as 
shown by common trust fund averages 
and the recent ABA survey, indicating 
holdings in the 53-56% range. 

Based upon broader public knowledge 
about and swelling response to avail- 
ability of trust services, corporate 
trustees have for many years been 
gradually moving away from the tradi- 
tional pose of investment stuffiness, but 
there would seem to be a point, and ad- 
mittedly it is a hard one to determine, 
beyond which it is unwise to go in con- 
centration of investments. It would be 
as foolish to be 100% invested in fixed- 
income media as in stocks and either 
extreme would call for a vigorous de- 
fense of its prudence. 


As reported in this column following 
the Mid-Winter Trust Conference in- 
vestment panel* which likewise favored 
equities in the 75% range, trustee re- 
action was at that time far from unani- 
mous because of the long rise in stock 
prices and low yields. Since then there 
has been no general downward price 
adjustment and some stocks are at this 
writing even higher. Where equity posi- 
tions have appreciated to represent 75% 
or more of the total account, many 
trustees see no pressing reason for sell- 
ing down unless a situation seems gross- 
ly overvalued or in a deteriorating state 
but they look upon this happy condition 
quite differently from acquiring stocks, 
even of “growth” situations, at yields 
which necessitate invasion of principal 
to supplement income, when senior obli- 
gations, often of the same company, 
can be had with twice the return. 

There is no disposition here to argue 
Mr. Bethel’s statements under the prac- 
tically ideal conditions which he has 
postulated but the chances of such a 
superior performance would probably 
be, in practice, limited to only a few 
of the largest institutions with top-flight 
personnel and facilities, due to the 


*T&E, Mar. 59, p. 208. 


growing complexity and fast pace of 
scientific and technological events and 
the difficulty of properly evaluating 
their effects upon a corporation’s fu- 
ture profits. Growth is a valid objective 
but the great body of trustees will ren- 
der better service to their beneficiaries 
and profession by seeking it without un- 
due risk of capital and income loss. 


Bonps vs. STOCKS FOR PENSION FuNDs 


A new and unaccustomed note of dis- 
sent about the worth of equity invest- 
ment for employee retirement pension 
plans was-voiced before the Society of 
Actuaries’ early-November meeting in 
White Sulphur Springs in a study pre- 
pared by officials of the Bankers Life 
Co. of Des Moines, The authors assert 
that more than 50,000 qualified plans 
have been established since 1942 and 
that total accumulations have grown 
from $3 billion to $37 billion, practical- 
ly all providing benefits in fixed dollar 
figures. The original procedure was to 
concentrate investment in fixed-income 
media but the rise in common stock 
prices and the urge to keep pace with 
the shrinking value of the dollar en- 
couraged larger use of equities after the 
war. 

It is the contention of President War- 
ters and actuary Rae that there is usual- 
ly no cash flow problem during the first 
two decades unless through serious re- 
cession, lessened employment, loss of 
profitability, merger or liquidation but 
that the hidden risks in connection with 
need for liquidity have been successfully 
disregarded by equity proponents only 
because of the comparative youth of the 
funds (less than 20 years) and optimum 
conditions since the war. 

Some of the major possible dangers 
cited are that adverse conditions, if they 
do occur, are likely to snowball, with 
lower dividends on portfolio stocks co- 
inciding with a time of reduced em- 
ployer contributions and probably one 
of logical expectation of capital loss if 
liquidation is necessary to meet fixed 
dollar obligations. There may also arise 
potential conflict of investment interest 
between employer and employee _be- 
cause the former desires to limit liabili- 
ties over the years while the latter 
wishes certainty of benefits. 

The foregoing are only several major 
considerations militating against equi- 
ties and the authors have documented 
their study with considerable statistical 
detail showing probabilities under sev- 
eral contingencies. Because of the com- 
plexity of this presentation, it is planned 
to publish the text of this survey in 
TRUSTS AND ESTATES next month. 
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9TH NYSE Stock SuRvEY 


Results of the New York Stock Ex- 
change’s 9th Public Transaction Study 
released in mid-October covered trad- 
ing of June 3rd, with estimated total 
orders executed of some 48,000, com- 
prising a valuation of over $220 mil- 
lion and a volume of just above 2.9 mil- 
lion shares. Salient features of the com- 
pilation indicate that public individuals 
continue to be the predominating in- 
fluence in the market, with more stress 
on longer-term investing as contrasted 
with margin trading, while institutions 
and intermediaries are still playing an 
important role. 

Eliminating the more than 700,000 
shares attributable to members and 
member firm activity, the “institutional 
and intermediary” share of the total 
market rises from 22.8% to approxi- 
mately 30% or about 660,000 shares. 
The above 22.8% compares with the 
high registered by this conglomerate 
group in September 1952 of 24.6% of 
the total and the low point of 17.5% in 
December 1954. 

Breaking this down, the survey notes 
that commercial banks and trust com- 
panies reached their highest percentage 
of share volume since 1952, namely, 
38.8% of approximately 660,000 shares 
or about 256,000 shares. The 47.8%, or 
some 315,000 shares, under the cate- 
gory of “institutions” embraces a broad 
group of non-individuals, of which it is 
logical to consider that a substantial 
portion originates through trust activi- 
ties, such as personal trusts and pen- 
sions and profit-sharing plans under ad- 
ministration of these fiduciaries, al- 
though no breakdown is furnished. 
Other originating sources include sav- 
ings banks, foundations, educational 
institutions, religious groups, non-profit 
entities, insurance companies, invest- 
ment clubs, mutual funds, non-financial 
corporations, partnerships, personal 
holding companies, guardianships and 
non-bank-administered estates. 
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TV. FoR STOCKHOLDERS MEETING 


General Mills made television and 
business history when on October 29 it 
became the first company to televise 
from coast to coast the stockholders’ 
meeting held in New York City. Regional 
meetings in Boston, Buffalo, Chicago, 
Minneapolis, San Francisco and Los 
Angeles were connected simultaneously 
over a closed TV network. Besides the 
televised part of the meeting, major ex- 
ecutives of the company conducted dis- 
cussion sessions at each location, 

Another TV “first” was the public 


broadcasting of the Minneapolis meeting. -- 
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Personal 
Holding 
Companies 





HAREHOLDERS Of a personal holding company or an 
inactive corporation may find it advantageous to 
merge their company with an open-end or closed- 

end investment company. 


Under certain conditions such a merger can be effected on 
a tax-free basis. 










This arrangement provides liquidity for all the share- 
holders of the merged company and the indispensable 
investment basics of wide diversification of risk, careful 
selection and continuous portfolio supervision. In addition 
there are the advantages of ready market, indisputable 
valuation and simplicity in making bequests, all of special 
benefit for will and estate purposes. 










Last but not least, tax saving often results, especially as 
long awaited opportunities for sharp reduction in income 
and estate taxes suddenly become practical under the 
changed form of ownership. 





A wide range of merger opportunities is available to suit 
virtually any investment objective. 













Our long identification as leading specialist in the invest- 
ment company field provides interested persons with a 


unique opportunity to explore all facets of this situation 
with experienced advisors. 





Inquiries are invited ...and should be directed to our senior 
partner for prompt consideration. 





ARTHUR WIESENBERGER & COMPANY 


MEMBERS OF NEW YORK STOCK EXCHANGE AND AMERICAN STOCK EXCHANGE 


61 BROADWAY (DEPT. C) NEW YORK 6, N. Y. 
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EQUITY CHANGES IN COMMON TRUST FUNDS 


OMMON STOCKS OF 178 COMPANIES 
. newly purchased and those of 
137 companies were completely sold out 
by one or more of the 238 Common 
Trust Funds that reported to TRUSTS AND 
Estates for the quarter ending Septem- 
ber 30. 

Of the companies whose stock was 
newly purchased in this quarter 13 are 
new additions to the overall list of Com- 
mon Trust Fund equity holdings at the 
end of 1958. These are designated by an 
asterisk in the accompanying listing. 
On the other hand, 15 of the companies 


whose stock was sold out thereby dis- 
appear from the list. 

If any proof were needed that trust 
institutions operate independently as to 
investment policy and practice, it is 
found in the compilation of changes in 
the portfolios of Common Trust Funds. 
During the same period when one or 
more are selling a particular company 
stock, others will have bought it. Some- 
times it is the difference of opinion as 
to the company or industry prospects, or 
that of the stock market vis-a-vis the 
bond or money market. Often it is sim- 





ply a technical matter concerning the in- 
dividual fund or a case of the stock 
“pricing itself” out of the present trus- 
tee buying range. 

Allowing for distortion on the side of 
purchases due to the growth factor as 
new funds are started and new accounts 
added, the overall picture does show 
trends in opinion regarding diverse in- 
dustries. The number of funds making 
new purchases was substantially greater 
than those completing sell-outs in the 
Financial, Merchandising, Mining and 


Metals, and Public Utilities fields. 





“N” and “S” columns refer to number of Funds reporting this quarter that newly purchased or sold out that stock. “‘H’’ column represents total number 


of Funds now holding that stock according to latest reports; i.e. 1958 year-end fijure (T&E, April, p. 342) adjusted for subsequently reported changes, asterisk 


denoting new additions. 
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“Old Faithful” is a modern re- 
minder of volcanoes that raged 
thousands of years ago. Still 
hot, volcanic rock deep beneath 
the earth heats water around 
it beyond surface boiling tem- 
peratures. This water expands 
under pressure into steam, ex- 
ploding upward with such 
force that it pushes a column 
of water as high as 150 feet 
and more into the air. 
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there’s more to Cities Service 
than meets the eye! 


“Old Faithful” is as entertaining as it is punc- 
tual. But few observers realize they are actually 
watching the steaming aftermath of great vol- 
canoes which raged thousands of years ago. 

Similarly, the facts of oil company operations 
escape the casual observer. Not many for ex- 
ample, would imagine that Cities Service prod- 
ucts are found not only at service stations but as 
ingredients in drugs, plastics, clothing, building 
materials and countless other items. Few envi- 
sion the world-wide operation this entails. 

To help meet present petroleum needs, Cities 
Service has invested a billion dollars in modern 
facilities. Meeting future demands will be even 
more costly. Thus, within the past two years, 
Cities Service has spent over $350 million for 
this purpose. 

Only in this way can America be given what 
she must have for progress—more jobs, more 
and better petroleum products. 
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TIME FOR CRITICAL DECISIONS 


Eleven-Point Program for Economic Leadership 


HERBERT V. PROCHNOW 


Vice President, The First National Bank of Chicago 


N MANY COUNTRIES, RECKLESS REVOLU- 
] tion is pleading its cause at every 
street corner. People upon whom the 
ragged mantle of poverty has hung for 
centuries are no longer docile. The mind 
and mood of the illiterate and under- 
nourished masses of the backward na- 
tions is one of social and economic un- 
rest. Simultaneously, the treasuries of 
every nation are facing the relentless 
pressure of increasing expenditures for 
defense and instruments for the total 
destruction of mankind. 

In the midst of this struggle the 
United States has come to world leader- 
ship as the greatest economic power in 
history. 

Almost to the beginning of the 1700's, 
living standards, social ideals and po- 
litical concepts for the masses were 
essentially similar over the world. Even 
today in some countries, oxen slowly 
thresh grain by treading it under foot as 
they did 2,000 years ago. The women of 
Jericho go to the well for water and 
carry it in earthen jugs on their heads 
as in the days of David and Solomon. 

By 1860, the American factory sys- 
tem was firmly established. Our 140,000 
manufacturing plants were producing 
more goods by machine than by hand. 
The foundations of a machine economy 
had been firmly laid. 

Great natural resources, insulation 
from major foreign wars for over a 
century, a hard-working population, 
confident that our economic and social 
system would reward them well, gave 
enormous driving energy. 

Economists have estimated that a 
nation must save or invest from 12 to 
15 per cent of its national income to 
change from relatively dormant econ- 
omy to a dynamic, growing one. From 
1946 through 1958, outlays by U. S. 
business for new plant and equipment 
amounted to $336-billion. However, the 
Joint Economic Committee of the Con- 
gress reports that in 1955 (latest figure 
available) the gross investment of the 

Condensed from address before annual meeting 
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Soviet Union was 27 per cent of its 
gross national production in compari- 
son to 19 per cent for the United States. 
But only 10% of the Russian invest- 
ment in industry goes to expand the 
capacity for producing consumer goods. 
Estimates indicate that it would today 
take $95-billion merely to replace the 
obsolete facilities and equipment of 
American industry. In addition, we 
need enormous savings in the years im- 
mediately ahead to meet the rapid tech- 
nological progress and expanding popu- 
lation. 

One of the basic convictions of Karl 
Marx was that a capitalistic society 
would destroy itself because wealth 
would be increasingly concentrated and 
the masses would find themselves in 
greater and greater misery. The record 
of American capitalism constitutes a 
massive contradiction of these conclu- 
sions. Irionically, communism came to 
Russia, an agrarian nation, which did 
not have an industrial economy with a 
thriving capitalism. 

If the ultimate survival of these two 
states is to be determined by military 
force, it will probably be complete mu- 
tual destruction. If economic competi- 
tion is the route chosen, the United 
States has significant advantages. In the 
Soviet Union where succession to power 
is so much a matter of chance and may 
be accompanied by internal violence, 
the growth of the economy may be seri- 
ously interrupted. Moreover, there is no 
assurance that the satellite nations can 
be held in bondage. In the United States, 
economic growth rests on the firm 
foundation of freedom. 


The major economic policy objectives 
of the Soviet Union are unmistakably 
clear. The government will restrict the 
production of consumer goods and pour 
its savings into the expansion of indus- 
trial equipment and plant in its deter- 
mination to build economic power as 
rapidly as possible. If desirable, they 
will export products below their cost of 
production in Russia, which no private 
economy can do. For example, they will 


sell a product for $8 that costs them $10 
to produce. If they can take the $8 and 
buy a product abroad that costs them 
$14 to produce at home, they will gain. 
They may also export at a loss for a 
time in order ruthlessly to destroy the 
markets of another nation. These losses 
are absorbed by the Russian economy as 
a whole rather than by one exporter. 


What are some of the steps we must 
take to maintain the economic strength 
of our country, give strong leadership 
to the Free World, and help the under- 
developed nations? 


If capitalism is to function at its best, 
it needs the utmost freedom consistent 
with the complex interdependence of 
modern life. Millions of Americans con- 
demn the expanding role of govern- 
ment. They cry out against increasing 
government expenditures, unbalanced 
budgets, and high taxes. At the same 
time, through representatives in Con- 
gress, they demand vast new services, 
federal aid, price supports, subsidies, 
easy credit. Scores of federal agencies 
regulate almost every important sector 
of the economy. We need far greater 
self-reliance, or we may find ourselves 
finally embracing the economic social- 
ization of the communist world. 

Until the 1930’s the debt of the 
United States increased only in time of 
war. In eight of the last twelve years 
we have had budget deficits and the 
federal debt has increased over $39- 
billion. One may ask whether we are 
now undergoing another fundamental 
change in the philosophy underlying the 
budget and fiscal policy of the country. 
Have we now retreated historically to 
the position that, with good fortune, 
budgets will just be balanced in pros 
perity and that we shall have deficits 
and a steadily increasing federal debt 
when business declines? One hears little 
of any plan of debt reduction. How is 
the currency to be kept sound unless the 
people and Congress are determined 
that in good times, at least, the cost of 
government must be paid and a sul- 
plus provided? 
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For many years, we have assumed 
that we excelled in the world of techni- 
cal and productive skills and that this 
leadership was certain to continue. We 
have also assumed our foreign trade was 
so small in relation to our total output 
of goods and services that it was not 
significant. We likewise assumed that 
the real problem in foreign trade was 
the inability of foreign nations to buy 
our products and not the possible in- 
ability of the United States to pay for 
foreign raw materials and products we 
require. Our position needs to be re- 
examined. 


There are a number of indications 
that our technical and productive skills 
are being matched or excelled by in- 
dustry in other countries, and that we 
are losing some markets, even in na- 
tions where industry is in the early 
stages of development, such as Brazil. A 
great deal of the productive capacity of 
Europe and Japan was destroyed in the 
last war, but today our competitors are 
strong and operate in some cases with 
newer equipment than ours. For at least 
5 years, our relative share of the indus- 
trial production of the world has been 
declining. 

Our policy of supporting agricultural 
prices has made it possible for other na- 
tions to come into production and 
undersell us in markets where we sold 
these products. 


Our excess of exports of goods and 
services over our imports are running 
at approximately $3-billion a year. 
However, we make three large payments 
abroad: (1) military expenditures of 
over $3-billion; (2) an outflow of $2- 
billion of private capital; and (3) gov- 
ernment loans, grants, and an outflow of 
other capital of $214-billion—a total of 
$41,-billion in excess of our income 
from abroad. It is questionable how 
long such deficits can continue before 
we shall have to reduce our expendi- 
tures abroad or make other major ad- 
justments. 


The American market is the largest 
in the world; but unless we can sell 
goods and services abroad in increasing 
volume we shall be unable to buy raw 
materials and goods to keep our econ- 
omy expanding. We shall, therefore, 
have to seek foreign markets far more 
aggressively in competition with nations 
now operating with efficient, low-cost 
equipment, 

The Secretary of the Treasury has 
wisely stated that there must be “a new 
determination by all industrial countries 
to face the common obligation to share 
in the task of providing capital to the 
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less developed parts of the Free World.” 
He also urged elimination of discrimina- 
tory restrictions against imports from 
dollar countries. It is perfectly clear 
that if the steps which the Secretary of 
the Treasury has suggested do not cor- 
rect our balance-of-payments deficit, 
other less desirable steps will inevitably 
press for attention. Our people may re- 
quire a greater degree of economic 
discipline than we have ever exper- 
ienced. If the nation is to remain strong 
and to maintain its leadership as the 
major economic power of the world we 
must: 


1. Balance the budget with a sur- 
plus in good times to offset deficits in 
declining periods. 


2. Remove the ceiling on interest 
rates on longer term federal securi- 
ties to permit proper debt manage- 
ment. 

8. Reduce sharply expenditures un- 
der farm programs that now encour- 
age production of agricultural prod- 
ucts for which there is no market ex- 
cept government stockpile. 


4. Recognize the wisdom of ulti- 
mately reducing the corporate income 
tax rate of 52%, which makes the 
interest of Government greater than 
that of stockholders. 


5. Keep in mind the objective of 
ultimately reducing personal income 
taxes so people can save more and 
further raise their standards of liv- 
ing. 

6. Eliminate waste and extrava- 
gance in government and private 
economy. This means the elimination 
of featherbedding. In competition with 
Communist World and with efficient 
nations of the Free World, it is in- 
excusable to waste human resources. 

7. Sell American goods more ag- 
gressively in foreign markets to end 
the deficit in foreign payments and 
assure foreign income necessary to 
pay for vastly increased foreign raw 
materials needed. 

8. Determine whether there are 
now monopoly powers in labor or 
business which operate to the serious 
detriment of the economy. We have 
legislation which deals with possible 
monopoly in business. However, today 
we have big labor as well as big busi- 
ness. 

9. Reassess the federal program of 
grants, aid, and loans, and charge 
one person in government with com- 
plete responsibility for coordinating 
and supervising all economic pro- 
grams of the United States over the 
world. 

10. Revise tax laws relative to de- 
preciation to permit earlier replace- 
ment of obsolete equipment. This will 
help to make American industry the 
most efficient, low-cost industry in a 
highly competitive world. It will also 
raise our standards of living. 

11. Oppose vigorously those who 
would fan fires of inflation by plead- 
ing for easy money and low interest 
rates in times of business boom when 





best interests of the nation require a 

restraint in money markets. 

Our decisions on these critical prob- 
lems will play a signficant role in deter- 
mining how we meet our economic chal- 
lenges. The struggle for world leadership 
will be determined to a significant de- 
gree by economic power. 

The enlightened capitalism of this 
country has given us the highest stand- 
ard of living in the world. It has made 
this nation the greatest economic power 
in the history of the human race. There 
are those who believe that the incredible 
material riches which it has brought our 
people may ultimately be the source of 
their greatest weakness. 

We shall never become a nation of 
satisfied slaves striving solely for more 
economic goods and comforts. We must 
continue to be a nation of creative free- 
men striving through constantly improv- 
ing economic order and political states- 
manship to achieve a nobler society 
where the finer values or spirit may 
flower at their best. 

~~ &. 2 
e “A Transfusion for the Anemic Half 
of the Trust Business” was the subject 
discussed by J. K. Sinclaire, Chairman of 
the Board, Kennedy Sinclaire, Inc., at 
the November 10th meeting of the Cor- 
porate Fiduciaries Association of Boston. 
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Tae Soviet ECONOMIC CHALLENGE 


Banking’s Role in America’s Growth 


GENERAL JAMES M. GAVIN 


Executive Vice President, Arthur D. Little, Inc., Cambridge, Mass. 


HERE IS NO DOUBT THAT MR. K. 

means to engage us in economic and 
ideological combat and it seems to me 
absolutely crucial that we take him 
seriously. The galvanizing effect of war 
is totally absent. Our biggest risk is that 
we may lose this one without ever know- 
ing that we are fighting. 

Fortunately, the Soviet position is not 
as strong os they would like it to be. 
Indeed, the very goals of Russia’s eco- 
nomic plans are stated in terms of equal- 
ing or surpassing the United States. As 
the Premier said, with disarming can- 
didness, “Little by little we steal from 


you.” 


It seems to me that we are engaged 
in two contests with the Soviets—one 
economic, the other ideologic. I don’t 
really think that it is their economic 
challenge that frightens us. I think we 
are really afraid ideologically. Accus- 
tomed to thinking of Russians as back- 
ward people, we were stunned by the 
fact of their tremendous technical 
achievements. We suffered loss of nerve. 


We fail to take account of our very 
real assets—notably, that most of the 
world finds something very appealing 
about the American way of life. 

Clearly, we must be well informed 
about economic and political happen- 
ings all over the world. It is no longer 
enough to know the names of the capi- 
tals of Western Europe. Many investors 
have learned to their sorrow that they 
should have been more interested in 
signs of political unrest in the Middle 
East or Central America. But that kind 
of knowledge isn’t all. We have to know 
what will happen to the economies of 
our various allies if we raise, or lower, 
the interest rate; if we allow our econ- 
omy to suffer inflation or recession, or 
if we take certain steps to prevent it; if 
we alter our tariff policy, or leave it 
alone. These are areas we have always 
considered domestic economics, or at 
least areas in which domestic concerns 
were overriding. We are having to learn 
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that there no longer is such a thing as a 
purely domestic matter. 

From this follows the matter of eco- 
nomic unity. It would be folly, indeed, 
to go to war with an army composed of 
national segments, each operating in 
what it considered to be its own best 
interests. It is no less folly, while en- 
gaged in an economic and ideological 
war to squabble among ourselves and 
fail to have a unified policy when deal- 
ing with the enemy. 

An important start has been made in 
the direction of economic integration in 
the European Common Market. Despite 
centuries of traditional enmity, at least 
among some of the member nations, 
they reached the unavoidable conclusion 
that their survival lies in economic 
unity. Similar moves are under way 
among the so-called “Outer Seven” and 
among the five republics of Central 
America. These cooperative ventures 
grow out of a realization of the waste 
which results from quota and tariff re- 
strictions, and from raising obstacles to 
the movement of capital, raw materials, 
and labor across national boundaries. 
This waste, creatitng artificial shortages 
and unnecessary duplication of effort, 
can spell the difference between success 
and failure. 

Splintering our economic efforts also 
has the effect of undermining policy de- 
cisions. If, for example, it is to the 
detriment of the United States to trade 
with Red China. it should not be pos- 
sible for Red China to get what she 
wants from the West through England 
or France. The result of the several 
dozen nations in the non-Communist 
world each making policy individually 
is that the West has no policy at all. To 
be sure, unification and integration have 
their price in loss of freedom of action, 
but restriction and compromise are al- 
ways the price of war. It is important 
to remember, that we are at war. 

We are living in a period of explod- 
ing technology. Victory will surely go to 
the side with the best, and most con- 
certed, research effort—in both pure 
and applied fields. We cannot afford the 


enormous waste of brainpower and 
facilities which results from nationalis- 
tically inspired individual research. Our 
enemy is not so wasting its resources. 
Almost daily, we read of technologic 
and scientific advances in the under- 
developed countries of the Soviet bloc— 
dams, power plants, irrigation facilities 
—all achieved with the acknowledged 
aid of Russian technologists. It seems 
rather self-defeating for us to insist that 
our allies figure out the mysteries of the 
atom and the missile by themselves. 
Creativity knows no national bound- 
aries. We have just entered the space 
age; if we are to survive as leaders in 
it, we must bring our allies with us. 

Forty years ago, when the airplane 
first became an impotant instrument, all 
of its immediate applications were mili- 
tary. Few people saw that it was to usher 
in a new way of life and become a de- 
cisive force in international relations. 
But only those nations which became 
air-age nations prospered—those who 
failed to seize the promise of the flying 
machine became dying, third-rate 
powers. Though millions of Americans 
have never set foot in an airplane, it is 
hard to imagine any whose life has not 
been profoundly affected by its exist- 
ence. 

The same will be true of missiles. We 
are already beginning to feel their im- 
pact. If we continue to exploit the 
civilian by-products of military re- 
search, the 60’s will indeed be a golden 
decade, with a level of economic well- 
being and good health which we should 
have thought impossible ten years ago. 

Look, for a minute, at the civilian de- 
velopments that have already come out 
of missile and space research. First, the 
high-speed computer. Developed initial- 
ly to meet military demands it is an in- 
tegral part of American industry. 
Thermoelectric devices for heating and 
cooling, now adapted for commercial 
applications, were originally designed to 
provide energy sources for space ve- 
hicles. The glass industry, as a result 
of work done during and after the 
Second World War on lenses and plas- 
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tics, promises substantial gains in the 
consumer fields of optics and foods. 
Pyroceram, developed by Corning Glass 
for missile radomes, is now being used 
in the manufacture of pots and pans. 
Materials suitable for use in the nuclear 
preservation of food may make us even 
better fed than we already are. 


Medical research, and our health 
problems, can use such things as film-re- 
sistance thermometers. Electric equip- 
ment capable of measuring low-level 
electrical signals is being adapted to 
measure body temperature and blood 
flow. In a dramatic break-through, illus- 
trating the unexpected benefits of re- 
search, it has been found that a deriva- 
tive of hydrazine, developed as a liquid 
missile propellant, is useful in treating 
certain mental illnesses and tuberculosis. 


Of course, the aeronautics industry 
has benefited tremendously. Engines, 
automatic pilots, radar systems, flight 
equipment, capable of meeting the high 
standards required by space vehicles 
represent a great improvement over our 
already excellent aircraft. Improvements 
in weather forecasting and storm de- 
tection, as well as better communica- 
tions systems have aeronautical as well 
as other applications. The catalogue of 
prospective developments is long. 

I do not suggest that we stop all mili- 
tary development production and re- 
search and concentrate all of our efforts 
in raising our standards of living. It 
would be very nice if that were pos- 
sible; but it seems overly idealistic. Our 
advantage lies in the fact that however 
great our concern with defense, we are 
not militarily strong at the expense of 
non-military development. The Soviet 
Union is. Her preoccupation with war 
production has curtailed and shall prob- 
ably hamper her pursuit of the better 
things of life. 


Of course, the price they pay for this 
sort of thing, in the arena of interna- 
tional prestige, is enormous. Nobody 
goes to Russia to learn how to raise his 
standard of living, but free underde- 
veloped nations constantly seek training 
and ideas in the West. Russia can offer 
them money and technology—we can 
counter with creative ideas and dra- 
matic proof that ours is a better, a 
healthier, a more comfortable way of 
life. 

It is this lead that we must be care- 
ful to maintain. We cannot afford the 
risk of a depressed, or even recessed 
economy. The stakes for which we are 
playing are very high. If we win, we 
will have a better life than any of us 
have ever known, and we will be able 
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to bring a better life to most of the rest 
of the world. If we lose, our grand- 
children will be socialists, as Mr. 
Khrushchev promised. Growth, at the 
rate at which we must grow, will take 
not only hard work but vision and 
courage in the appreciation of our re- 
sources. As bankers, you will have no 
small part in that growth, and you will 
be called to consider loans and invest- 
ments which no good solid financier 
would have entertained a decade ago. 
But just as standards are changing in 
such areas as the distribution of labor, 
raw materials, goods, in the curricula of 
schools, and in the appropriation of 


taxes, so are they changing in the field 
of banking. 


They must change, or, ‘more accurate- 
ly, grow with America. If we sit back 
and watch the world go by, it will do 
just that. 


AAA 


“We endorse the flexible credit poli- 
cies followed by the Federal Reserve as 
necessary to achieve sound economic 
growth with a minimum of cyclical fluc- 
tuations in employment and_ business 
activity.” 

From Resolution adopted by American 
Bankers Assn., Oct. 28, 1959. 
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tr 180 = 
PRICES 
r+ 160 + 
YIELD 
% 
r* 140 2-7 
YIELDS 4 fred ~~. 
i ‘oot, fr % ‘ Jj 4- 
. oye, 
i x Y 
44 == 3 YEAR ‘ DIVIDENDS 
cocoo 19 YEAR nein, em. % j ‘ 8 en enn _ 
-—— 3¥es,0F esosese Aa Vi ™ - 
lag 6/15/83-78 a ceva lh i 
-——- Baa + 
owe 4 anf 
1956 1957 1958 i959 - 1956 1957 1958 1959 1956 1957 1958 1959 
End of Month Range for Period 
Oct. Sept. Oct. 1959 1951-58 
: 1959 1959 1958 High-Low High-Low 1946-50 1941-45 1931-40 1919-1930 
1. U.S. Government Bond Yields 
8-Year Taxable Treas. _._.____ _% 4.68 4.93 3.57 5.06-3.72 4.10-1.35 1.68-0.90 1.32-1.07 (a) (a) (a) 
6-Year Taxable Treas... >=>>—s % 4.70 4.87 3.78 5.03-3.87 4.12-1.75 1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. _....------>—s—s % 4.46 4.68 3.78 4.84-3.86 4.01-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 214s, 9/15/72-67 _--_-_-_ -—_ % 4.20 4.42 3.58 4.53-3.77 8.86-2.21 2.48-1.96 2.48-2.08 (a) (a) (a) 
Victory 214s, 12/15/72-67 _--- _ % 4.13 4.32 8.55 4.41-3.76 3.83-2.44 2.48-2.08 2.50-2.37 (a) (a) (a) 
314s, 1983-78 % 3.99 4.14 3.68 4.20-3.83 3.84-2.59 (b) (b) (b) (b) 
8s, 1995 % 3.86 3.92 3.57 4.01-3.65 3.68-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term —_..-.---->>Es—s J 4.56 4.56 4.12 4.58-4.09 4.15-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term ————_.____ % 4.74 4.76 4.21 4.77-4.20 4.31-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
a eee tenes Term ———_...... % 4.85 4.90 4.44 4.91-4.39 4.51-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term —....--._--> > % 5.26 5.26 4.90 5.29-4.82 5.11-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
8. Tax Exempt Bond Yields 
Aaa Rated Long Term _.............. % 3.49 3.65 3.21 3.65-3.06 3.45-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term _. To 3.63 3.81 3.45 3.81-3.21 8.72-1.8T  2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term —_ _ G 3.91 4.01 3.73 4.03-8.53 3.98-1.72  2.64-1.28 2.49-1.49 3.29-2.11(d) (d) 
Baa Rated Long Term —._.__-_-__ % 4.31 4.44 4.16 4.46-3.92 4.51-1.98 3.05-1.57 2.94-1.80 3.71-2.60 (d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
RS eee % 4.75 4.80 4.49 4.80-4.36 4.68-3.80  4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade —.____ % 5.13 5.18 5.15 5.13-4.78 5.60-4.45 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
MU IN icescaninceie asinine % 4.58 4.62 4.35 4.62-4.28 4.67-3.46 3.92-3.27 (e) (e) (e) (e) 
Medium Grade ——....__ _ % 4.93 4.91 4.85 4.95-4.65 5.16-3.80  4.20-3.52(e) (e) (e) (e) 
Utilities—Low Dividend Series 
High Grade % 4.96 4.93 4.72 4.98-4.55 5.00-3.78 4.24-8.40(e) (e) (e) (e) 
Medium Grade —~_______.... % 5.14 5.13 4.95 5.14-4.82 5.34-4.18 4.65-3.69 (e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) — ~~. $186.60 184.64 165.08 196.07-174.47 158.98-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) ~~~... 3 5.85 5.77 5.69 5.85-5.68 5.94-4.138  4.44-1.76 1.94-1.52 2.05-0.72 2.538-2.16 (f) 
125 Industrials—Yields —..._____ - % 3.14 3.13 3.45 3.28-2.96 6.79-3.63 17.29-8.20 7.71-3.56 10.13-2.59 6.21-3.19 (f) 


(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1948. 
(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
(c)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


*Revised 


(e)—Low Dividend Preferred Yield Averages in this series date from 

Jan. 2, 1946. 
(f)—125 Industrials Averages date from Jan. 1, 1929. 
(g)—Dollars per share. 
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Today, shareholder John Engstrom learned -along with some 
21,000 other Glidden shareholders—that sales in fiscal 1959 were $195,764,389 e Net income 
increased 26% to $7,633,531 or $3.31 per share e Dividends of $2.00 per share were paid 
e $7,607,001 was invested in new plants and equipment e Working capital reached a new 
high of $58,248,341 e And the shareholders’ equity now amounts to $90,678,607 or $39.29 
a share. If you would like to know more about what 14-year-old John Engstrom learned, you 
are invited to write for a copy of The Glidden Company’s 1959 Annual Report. 





creating profit opportunities for business and industry with 


PAINTS « FOODS « CHEMICALS 


The Glidden Company 
Union Commerce Building 
Cleveland 14, Ohio 
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PENSION TRUST GROWTH RATE 


Y), y to edie math | ontro 


HE PRIMARY RESPONSIBILITY OF A 
T pension fund trustee is to the bene- 
ficiaries. But in furthering his responsi- 
bilities, he is also helping to channel the 
flow of savings into investments where 
most needed, and where they will do the 
most good for the nation. 

Employer-administered pension trusts 
are managed by professionals, whether 
trust officers of banks or officers of the 
employer corporation. Over the years 
they have demonstrated a high level of 
professional ethics and competence. 

The companies with self-trusteed pen- 
sion trusts are usually large and have 
good financial management. They are 
able to appoint trustees with knowledge 
and experience to administer trust 
affairs. Most employer-administered 
plans are of the “level-of-benefits” type, 
which afford every incentive for honest 
and efficient administration. In this type 
of plan company management guaran- 
tees a fixed level of benefits and assumes 
all costs above the fixed level of con- 
tributions made by the employee-benefi- 
ciaries. 

The General Electric Company sup- 
ported the objectives of the Disclosure 
Act. Congressional investigations re- 
vealed serious abuses in trusts admin- 
istered or dominated by union officials. 
Some were typical of corruption in un- 
ion affairs, others were the predictable 
result of appointing persons as trustees 
wholly unqualified for that responsi- 
bility. 


Regulation Not a Panacea 


It is inconceivable that a uniform in- 
vestment pattern could be laid down in 
Washington that would be suitable for 
all different pension trusts. To impose a 
federal straight jacket on pension invest- 
ment policies would impede the flow of 
capital as well as raise costs of pension 
protection. 

Many people believe that federal in- 


Before the Western Trust Conference, San Fran- 
cisco, October 16, 
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JOHN D. LOCKTON 


Treasurer, General Electric Company 


tervention is a cure for all real and 
imagined evils of eccnomic life. This 
usually reflects a dislike for American 
traditions of economic freedom as well 
as a basic misunderstanding of facts. 
Similar misconceptions lie behind the 
demand for investment of pension and 
welfare funds in so-called “social pur- 
pose” projects, which do not offer a 
sound economic return but are _pre- 
sumed to serve society in some other 
way. 

The advocates of “social purpose” in- 
vesting, like the friends of federal regu- 
lation, seem to have an exaggerated idea 
of the amounts of money at the trustees’ 
disposal. They seem to regard pension 
trusts as some kind of monster to be 
brought under control. 


Facts About Pension Assets 


The total assets of all noninsured pen- 
sion trusts in the United States are not 
large compared with other types of sav- 
ings. They rank below deposits in mu- 
tual savings banks, personal trust ac- 
counts, savings and loan shares, time 
deposits in commercial banks, and as- 
sets of life insurance companies. 

The rate of growth of pension trusts 
has probably passed its peak, now that 
almost all big companies have installed 
their programs. Further growth will de- 
pend on continued excess of contriutions 
over payments, increased contributions 
to pay for increased benefits, establish- 
ment of plans of smaller companies, and 
funding of past service benefits. The 
actual rate of growth is difficult to pre- 
dict but it is unlikely to be proportion- 
ately greater than the growth of other 
types of savings. 

The degree of control which pension 
trusts are likely to obtain over compan- 
ies whose shares they own has also been 
grossly exaggerated and has given con- 
cern to many. With some exceptions, 
most trusts diversify investments for 
protection. At General Electric, we do 
not invest more than 3% of the port- 


folio in securities of, nor purchase more 
than 3% of outstanding shares of any 
one company. 

Concern has been expressed over the 
extent to which trust funds may take 
the pressure off management of com- 
panies in whose equities they invest, by 
the policy of refraining from voting the 
stock adversely. Pension trustees are in- 
terested in the management of invest- 
ments rather than of companies. If we 
lose confidence in management, it is our 
practice, as of most trusts, to sell. We 
believe this is in the long-run interest of 
other share owners as well as our bene- 
ficiaries, as long as trust funds remain 
relatively small shareholders, individu- 
ally and collectively, in each of the in- 
vested companies. 

The amount of common stocks held 
by pension trusts today, or likely to be 
held by them in the foreseeable future, 
is too small to represent a serious threat 
to the interests of other shareholders. As 
of the end of 1958, the equity holdings 
of all non-insured pension trusts amount- 
ed to only 3.3% of the value of all 
stocks listed on the New York Stock 
Exchange. The principal effect of this 
type of investing is to provide a better 
market for high-quality stocks in which 
pension trusts are primarily interested. 

After this review of the social aspects 
of trust investing, I turn now to some 
specific attributes of pension trusts which 
make them different from other forms 
of investment. Pension trusts are rela- 
tive newcomers to the trust business. for 
they have seen most of their growth in 
the last twenty years. Even today the 
specialized nature of the problems they 
involve is not completely understood by 
many investment people. 


Nature of Pension Trusts 


The pension trust owes its unusual 
character to a combination of six at- 
tributes: 

First, the pension trust has a very 
long life, as long as the company and 
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U S L probably many years beyond the death ots enmnenaient 
NITED STATES LINES of ns present beneficiary. Investments 23 QUARTERLY DIVIDEND 
Company can thus be made for the greatest long GD eebtecenties, .. tides 
Cosine term benefit. Short term considerations December 15, 1959 . . . Record 
’ te are of relatively little weight. date Movember 28, 1008 
DIVIDEND Second, there is no need for liquidity. a re RT apg 
. ‘ jovember 4, 
Contributions can be expected to exceed ek somites 
The Board of Di i : 
te pageant of o dncehacn es inet payment requirements for many years. STORAGE BATTERY 
Sa a ae payable December 4, Maturities and amortaziation payments COMPANY 
record November 13, 1959. will also provide additional funds. There 
WALTER E. FOX, Secretary is no possibility that the trust will termi- 
One Broadway, New York 4, N. Y. , ‘ 
nate unexpectedly, and no likelihood of 
forced liquidation of assets during de- 
pression. re 
Third, there is a continuous and pre- 
— STOCK dictable flow of new money for invest- THE DAYTON POWER 
IVIDEND ment. At present, the inflow of funds AND LIGHT COMPANY 
, from employee and company contribu- CATIC, GARS 
The Board of Directors of Central . . : 149th Common Dividend 
. ens Gait: Gath Gasenaciien: ot tin tions and income from investments, ma- ; 
“ meeting held on October 7, 1959, turities and amortization payments, = canadienne 
v a nies a ee oe amounts to almost 10% of our trust per share on the Common Stock of 
. share on the Corporation’s Com- each year. This gives ample resources to a bg Lae bse on pe 
; ° “ee ° ‘ er i, 
‘ mon Stock. This dividend is pay- take advantage of new investment op- h aa Saciinad car Ge 
, able November 30, 1959, to stock- ae " at the close of business on Novem- 
t- holders of record October 23, 1959. portunities and reduces the requirement ber 16, 1959. 
“ TE for switching. GEORGE SELLERS, Secretary 
- Secretary Fourth, a pension trust enjoys a tax eS 
'e CENTRAL AND SOUTH WEST status appropriate to its function. We 
of CORPORATION are able to choose investments on the = 
e- Wilmington, Delaware basis of inherent merit, regardless of Kah 
in whether taxable or exempt. Decisions to So = a 
u- switch investments are not influenced by AS 
n- Ci ited. tax effect of capital gains and losses. SETI 
roy -N-1-110) = Fifth, there is no conflict of interest ay 
1d between the beneficiary and the remain- xin 
be derman; he is the same person. It makes 
re, New York, October 28, 1959— no difference whether the benefits are 
rat roe age © a obtained through principal appreciation 
arbide Corporation has today ; ° : ° P 
As declared a Quarterly Dividend of or high income. If actual earnings are Southern California 
gs ninety cents (90¢) per share on - greater than the assumed actuarial rate, Edison Company 
nt- outstanding capital stock of the in a “level-of-benefits” type of trust, the 
Corporation, payable December 1, , DIVIDENDS 
all 1950 to stockholders of record excess can either be used to lower the ; ' 
ck Nov. 6, 1959. The last eager cost to the company currently or held to pie ther _< gnome ” 
. Dividend was ninety cents (90¢ . : . ' ; y - 
his sat dictate net Geateashas 1, TONE: increase pension benefits. Experience the following quarterly divi- 
ter Payment of this Quarterly Divi- shows that the scale of benefits has dends: 
ich ao oF —— — woe steadily increased in the past, and there CUMULATIVE PREFERRED STOCK: 
ed. 1959 vn 1958 $3.60 per share hi is little doubt that it will continue to 4.08% SERIES | 
° ; ° E ividen °. 
cts also paid. do this. 25/2 cents per share; 
me JOHN F. SHANKLIN Finally, in the case of General Elec- 4.24% SERIES 
3 ividen °. 
ich Pease Song Pre on ll oa tric, we have found it to advantage to 261 cents per share; 
“ms : organize our pension trust on the basis 4.78% SERIES 
Dividend No. 8 
ela- 297/g cents per share; 
4.88% SERIES 
for Dividond No. 48 
po TENNESSEE GAS sepa 
the a The above dividends are pay- 
hey TRANSMISSION COMPANY able November 30, 1959, to 
b HOUSTON, TEXAS stockholders of record No- 
y vember 5. Checks will be 
mailed from the Company's 
office in Los Angeles, No- 
The regular quarterly dividend of 35c per vember 30. 
sual DIVIDEND share has been declared on the Common P.C. HALE, Treasurer 
at Stock, payable December 18, 1959, to October 15, 1959 
NO. 49 stockholders of record on November 27, 
very 1959. J. E. IVINS, Secretary 
and 
ATES 
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fl CENTRAL ILLINOIS 


of individual trustees, who are able to 
make certain types of investment not 


On the other hand, we do not feel 
that there is any place in the trust for 


: fl 
PUBLIC SERVICE COMPANY available to corporate trustees. This is the truly speculative stock or venture j 
SPRINGFIELD, ILLINOIS particularly important in the case of capital investment. The rewards can he 4 
leasebacks, since many states bar for- great, but so is the risk. r 
DIVIDENDS , . ‘ Th - ht; Pah <r fa 
eign corporations from owning real e weighting of various types of in- r 
A dividend of Forty-four cents (44¢) estate. vestments can be changed as occasion q 


per share on the Common Stock has 
been declared, payable December 10, 
1959, to stockholders of record at the 
close of business November 20, 1959. 


arises, not only by using new money 
continually flowing into the trust, but by ‘ 
switching. The GE trust has done the t] 


These are the dimensions of pension 
trusts that make their investment prob- 
lems substantially different from those 
of other kinds of trusts. There are, of latter on a very substantial basis from 
course, further differences among indi- time to time, switching entirely out of | 
vidual pension trusts in the investment Certain industries into others where we | 


Quarterly dividends on the 4%, 4.25%, 
and 4.92% Cumulative Preferred Stocks 
have been declared, payable December 
31, 1959, to stockholders of record at the 








close of business December 18, 1959. 


G. R. Cook, Treasurer 
November 3, 1959 











h. J. Reynolds 
Tobacco Company 


Mokers of 
Camel, Winston, Salem & Cavalier 
cigarettes 
Prince Albert, George Washington 
Carter Hall 
smoking tobacco 














QUARTERLY DIVIDEND 


A quarterly dividend of 55c 
per share has been declared 
on the Common Stock of the 
Company, payable December 
5, 1959 to stockholders of rec- 
ord at the close of business 
November 13, 1959. 


W. J. CONRAD, 


Secretary 
Winston-Salem, N. C. 
October 8, 1959 
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Manufacturer of the Broadest Line 
of Building Products in America 


THE FLINTKOTE COMPANY 


New York 20, N. Y. 


quarterly dividends 
have been declared as follows: 


Common Stock* 
45 cents per share 


$4 Cumulative Preferred Stock 
$1 per share 


$4.50 Series A Convertible Second 
Preferred Stock 
$1.1214 per share 
These dividends are payable Decem- 
ber 15, 1959 to stockholders of 


record at the close of business 
November 20, 1959. 
JAMES E. McCAULEY 
Treasurer 
November 4, 1959. 
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philosophies pursued. Each trust must 
make its own decision as to the extent 
to which investment funds will be di- 
vided between equities and fixed-income 
obligations. 

At GE our long term objective is to 
increase substantially investment in com- 
mon stocks, which now represent 31% 
of portfolio at cost, and 45% at market 
value. 


Investment Flexibility 


However, we have not thought it ad- 
visable to use any fixed percentage, 
either for year-by-year operations or for 
the eventual goal. We believe it will 
bring better results in the long run to 
vary purchases according to relative 
attractiveness of the two types of invest- 
ment at any given time. 

At present, with the stock market high 
and yields on fixed obligations at their 
highest level in 25 years, a relatively 
large proportion of investment money is 
being channeled into fixed obligations. 
We are merely maintaining the level of 
our common stocks by investing 31% of 
new money in this category. In other 
years, when they have been more attrac- 
tive, we have not hesitated to invest as 
much as 100% of new money in com- 
mon stocks. As a result, common stock 
holdings today are higher than the aver- 
age corporate pension fund. 

This leads to the question of what 
type of common stocks a pension trust 
should buy. Policies of different trusts 
vary greatly and the choice can have a 
large impact on current earnings rate. 
This is one reason why current earn- 
ings are not an adequate criterion of the 
effectiveness of trust management. 


Certainly growth stocks in today’s 
market brings yields well below the D-J 
average and far below the income cur- 
rently available from fixed obligations. 
But there seems little question that over 
a long perod of time the best results will 
come from sacrificing current yield in 
favor of higher eventual yield and great- 
er principal appreciation. 


thought there was more growth, or 
switching between companies in_ the 
same industry. 

Such switches have been made from 
excellent companies, well established and 
with assured income potential, into com- 
panies providing a lower current yield 
but with greater future potential. We 
have sold some fine big-city utilities and 
purchased utilities in growth areas, 
Some years ago we sold tobacco stocks 
and purchased the rubbers. 











SOUTHERN 
NATURAL GAS 
COMPANY 


Birmingham, Alabama 


Common Stock Dividend No. 83 


A _ regular auarterly divi- 
dend of 50 cents per share 
has been declared on the 
Common Stock of Southern 
Natural Gas Company, pay- 
able December 14, 1959 to 
stockholders of record at the 
close of business on Novem- 
ber 30, 1959. 

W. S. TARVER, 
Secretary 
Dated: October 23, 1959. 























INDUSTRIES, INCORPORATED 


Common Dividend No. 160 


A dividend of 62%2¢ per 
share on the common 
stock of this Corporation 
has been declared payable 
December 15, 1959, to 
stockholders of record at 
close of business Novem- 
ber 27, 1959. 
C. ALLAN FEE, 

Vice President and Secretary 
November 6, 1959 
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Our emphasis on growth stocks is re- 
flected in earnings from this portion of 
our portfolio. The average on common 
stocks currently being purchased is a lit- 
tle over 214%, compared to about 3% 
on the D-J industrial average. But divi- 
dends on these stocks have increased 
at an average rate of slightly over 7% 
a year since 1950, while dividends on 
the D-J have increased less than 3% a 
year. 

The question then arises of disposing 
of the substantial appreciation of prin- 
cipal that results from this policy. Some 
trusts have decided that after providing 








AIR REDUCTION 


Company Incorporated 


AIRCO) 170t CONSECUTIVE 
as) ee 


COMMON STOCK DIVIDEND 


The Board of Directors has declared a 
regular quarterly dividend of 62¥%2¢ 
per share on the Common Stock of the 
Company, payable on December 5, 
1959 to holders of record on November 
18, 1959, and the thirty-first regular 
quarterly dividend of $1.125 per share 
on the 4.50% Cumulative Preferred 
Stock, 1951 Series, of the Company, 
payable on December 5, 1959 to holders 
of record on November 18, 1959. 


October 28, 1959 
T. S. O'BRIEN, Secretary 














Atlas Corporation 
33 Pine Street, New York 5, N.Y. 


Dividend No. 14 


on 5% Cum. Preferred Stock 





e Regular quarterly of 25¢ per 
share 


e Payable December 15, 1959 
e Record December 1, 1959 


Wa ter G. Ciincuy, 


Treasurer 
November 5, 1959 














National 
Distillers 
and 
Chemical 
Corporation 








DIVIDEND NOTICE 


The Board of Directors has de- 
clared a quarterly dividend of 
30¢ per share on the outstand- 
ing Common Stock, payable on 
Deceraber 1,1959, to stockholders 
of record on November 10, 1959. 
The transfer books will not close. 


PAUL C. JAMESON 
October 22, 1959. 


Treasurer 
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an adequate cushion to cover any likely 
market setback, the portfolio should be 
written up at some portion of the rate 
of annual capital appreciation. This will 
reduce the size of annual contributions 
and overall pension costs. Our trust has 
not done this. 


Fixed Obligations Now Favored 


For high current returns, the most 
profitable opportunities today are in 
fixed obligations. Interest rates are high- 
er than they have been in this century 
except during the tight money periods 
following World War I and in the early 
1930’s. Our pension trust is taking full 
advantage of this situation. 

This year our investment in fixed-in- 
come securities will total $75-million. Of 
this amount, $35-million is in real es- 
tate leasebacks, which we find particu- 
larly attractive. The investment is pro- 
tected by the property as well as the 
credit of the leasing corporation. It gives 
a somewhat higher current return than 
bonds of similar quality. While not mar- 
ketable, it has a steady amortization. 
Most leases contain provisions for re- 
newal at reduced rates of interest after 
the original investment has been com- 
pletely repaid, thus affording continued 
income for an additional period that 
may run up to 30 years. 

At the end of the lease term we will 
own the property outright, free and clear 
of encumbrances, unless a repurchase 
provision has been exercised. Such pro- 
visions always involve premiums, and in 
many cases the repurchase offer can be 
accepted or rejected at our option. 

The amount invested in this way now 
totals more than $100-million and has 
been limited only by availability of 
opportunities which meet requirements. 
We estimate that extra revenue from 
these leasebacks, beyond the interest 
earnings during the original lease, will 
amount to at least 25% of our invest- 
ment. 

The second largest group of fixed-in- 
come investments this year has been 
business mortgages, which will amount 
to $30-million for the year. As in lease- 
backs, we require that the property have 
a value not less than the amount invest- 
ed, and that the corporation’s credit 
standing is sufficient for at least an “A” 
rating on its bonds. 

These mortgages do not have the plus 
values of leasebacks, but they yield high- 
er current return. We have mortgages 
on business real estate, several types of 
ship mortgages, and even a mortgage on 
a post office. We have purchased some 
oil payments and high grade bond is- 
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The Board of Directors has 
declared a fourth-quarter divi- 
dend of Seventy-five Cents (75¢) 
per share on the capital stock of 
this Corporation, payable Decem- 
ber 10, 1959 to stockholders of 
record November 18, 1959, mak- 
ing total dividends declared in 
1959 of Three Dollars ($3.00) per 
$12.50 par value share. 


M. W. URQUHART, 
Treasurer. 


November 5, 1959 
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Manvufacturers of a complete line 
of automotive and industrial 
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on Common Stock, 

was declared by the 
Board of Directors on 
October 12, 1959 payable 
December 15, 1959 to 
stockholders of record 

on December 2, 1959 
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179TH CONSECUTIVE 
QUARTERLY DIVIDEND 


The Board of Directors of 
International Business 
Machines Corporation has 
today declared a quarterly 
cash dividend of $.60 per 
share, payable Dec. 10, 
1959, to stockholders of 
record at the close of busi- 
ness on November 10, 1959. 


Cc. V. BOULTON, 
Treasurer 


590 Madison Avenue 
New York 22, N. Y. 
October 27, 1959 
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sues, but in almost all cases they have 
been private placements. The question 
continuously before us is whether or to 
what extent we should invest in guaran- 
teed home mortgages. 

We believe that home mortgage in- 
vestments can be and will at times be 
most advantageous for pension trust in- 
vesting. Currently their yield is less than 
from some other types of fixed obliga- 
tion, and the handling cost is high be- 
cause they are so small. This may not 
always be true; and when the picture 
changes, we are quite prepared to enter 
the home mortgage field. 

We come, finally, to the question of 
ultimate yield to be obtained from a 
mature pension trust following this in- 
vestment philosophy. Predicting the fu- 
ture on the basis of past history is a 
hazardous thing; but if market trends 
continue as since the turn of the cen- 
tury, I see no reason why a well man- 
aged pension trust should not eventual- 
ly achieve an overall yield of 6% or 
more. 

In this connection, it is important to 
remember that prudent management re- 
quires diversity. It may not always be 
true that the prices of common stocks 
will increase continually or that divi- 
dends will increase. On the other hand, 
inflation may seriously affect the desir- 
ability of very large holdings of fixed 
obligations. Moreover, changing econo- 
mic conditions and new scientific discov- 
eries will continue to make major 
changes in the growth rates of different 
industries. 

For all these reasons, a wise pension 


trust manager does not reach for what 
currently appears to be the ultimate in 
yields without protecting his portfolio 
against inevitable future surprises. 


Professional Management Reduces 
Savings 


Today the professional has tools not 
available in the Twenties—economic in- 
dicators, statistical information about 
broad economic developments, and more 
abundant information about the specific 
status of individual companies. 

The good work done by stock ex- 
changes and progressive enlightenment 
of company management have vastly in- 
creased availability of information on 
which to base decisions. Effective use of 
this information by professionals has 
demonstrated to millions of individual 
savers the value of pooling resources in 
professionally administered funds. 

As a result, the amount of invest- 
ment money from individual savers is 
larger than it used to be. Much less is 
invested on the basis of amateur specu- 
lation, and more as a result of. hard 
study and specialized knowledge. The 
effect is to dampen the business cycle, 
for although professionals may disagree 
about how to interpret the indicators at 
any given moment, they at least under- 
stand what the business cycle is. 

Pension funds, in particular, are a 
stabilizing influence. They provide a 
steady flow of new money seeking in- 
vestment; they can afford to hold on to 
stocks when the market falls, and in- 
crease the rate of purchasing when stock 
prices are low; and payments to bene- 








Institutional Research Department 


Continuing and comprehensive research 
is conducted in the following fields: 
Paper Industry 
Glass Industry 
Non-Ferrous Metals Industry 


Reports are available. We invite your inquiry. 


BURNHAM AND COMPANY 


MEMBERS NEW YORK AND AMERICAN STOCK EXCHANGES 
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ficiaries continue in times of recession as 
well as prosperity. 

_ Pension funds, like other payroll-de- 
duction savings, are probably also help- 
ing to stimulate the flow of savings. So 
far as we can tell from experience of GE 
employees, the introduction of new sav- 
ings opportunities does not lead to cut- 
backs in existing payroll-deduction pro- 
grams. While the total of employee and 
company contributions to the pension 
trust currently amounts to 4.4% of pay- 
roll, the total of other company-spon- 
sored savings programs—plus _ stock 
bonus plans, bond purchase plan, and 
the new savings and security program— 
amounts to an additional 6.6% of pay- 
roll. The total is far above the national 
average for individual savings. 

The ultimate effect of all these reser- 
voirs of savings is to provide the capital 
for economic growth, an essential re- 
quirement to meet future challenges. 
Khrushchev said much about peace and 
good feeling. Let us not forget that the 
contest between freedom and Commun- 
ism will not end so easily, even if real 
progress toward disarmament is made. 
The survival of our free way of life may 
well depend on our ability to match the 
Soviet machine in achieving economic 
progress and a higher level of living. 
Our ability to do so may well depend on 
the willingness of Americans to save and 
invest, and their confidence in the pro- 
fessional investment managers to whom 
they entrust their savings. 


A AA 


Economic Democracy 


How may we give the lie to those who 
argue that the profit-and-loss system is 
not equal to the challenge of our time? 

Social legislation has removed the 
only valid criticism of free enterprise—- 
namley the exposure of individuals to 
the occasional hardships of the ebb and 
flow of the market economy. 


In the final analysis, the consumer 
is the boss. By way of contrast, under 
any of the several forms of statist so- 
ciety, the official is boss. 

The consumer, under the free enter- 
prise system, may not always be right. 
But the risk of dislocation of the econ- 
omy by a few lapses from consistent 
wisdom by the consumer are slight com- 
pared with the dangers inherent in even 
one or two lapses from consistent wis- 
dom on the part of officials who assume 
responsibility for making most or all 
economic decisions. 


N. R. Crump, President, Canadian Pacific Rail- 
way Co., Canadian Chamber of Commerce in Tor- 
onto. 


TRUSTS AND ESTATES 





{ 
f 
A 
k 















All of these Shares bavieg beew sold, shis advertisement sppeers 43 4 matter of record only. 


October 1, 1999 


300,000 Shares 








All of these Shares having been sold, this advertivement appears as @ mation of ve00m 


United States Steel Corporation 


NOT _A NEW ISSUE te 


Common Stock 25,000 Shares 
Armco Steel Corporation 


Common Stock 


















Merrill Lynch, Pierce, Fenne; rena i 





All of these Shares bavieg bern sold, ibis adveriivement appears as a matter of record only 





4 September 25, 1959 








i} 
| NOTA NEW Issue 
| 
i 








All of shese Shove basing been sold, chis advertisement appeass as @ matter of record only j i a 
- NOT ANEW ISSUE eiccniae eae i 310,000 Shares 
s ! 35,600 Shares ; _ Standard Oil Company (New Jersey) 
i Capital Stock aaa esa 
l Idaho Power Company ’ pre 
Common Stock | th 


NOT_A_NEW ISSUE 


f 
i ' All of these Shares baving bees sold, this edvertisement appears asa mater of record only 
| Jaowary 22, 19% 
| 
i 


Merrill Lynch, Pierce, Fenner & Smith 
a 


incorporated \y W 


225,973 Shares 











Cerro de Pasco Corporation 






Mernill Lynch, Pierce, Fenner & Smith 





























































































Incorporated np vay bape Sprayer weniger te he tcbogaa ; Common Stock 
.. NOT A NEW ISSUE June 17,1999 
d 60,000 Shares ‘| — 
t American Bakeries Company Merrill Lynch, Pierce, Fenner & Smith 
Common Stock Incorporated 
\- (No Par Value) tia ceiiaiiac 
il ; Price $45.25 per Share 
2. ! 
i The Prospecims may be obtasned 
Vy 57,969 Shares on becker, as cay tawtally of aie 
le Missouri Portland Cement Company Merrill Lynch, Diese, Fenner © Suni 
: a lades & Co. A pos a1 2 men ol seed 
Ic Common Stock | 
pinson-Humphrey NOT _A NEW ISSUE April 10, 1959 
r, ree Eo. Winslow, 
n i so id Oy A NEW ISSUE Joly 22, 1999 patil 2 hale od 15,000 Shares ; 
d Merrill Lynch, Pierce, Fenner & Smith 10,900 Shares Masonite Corporation 
a oad | International Business Machines Corp. Common Stock 
m Capital Stock ? 
Merrill Lynch, Pierce, Fenner & Smith 
Incorporated 
Merrill Lynch, Pierce, Fenner & Smith 
3T ANEW ia F 
10 
a 21,400 Shares 
18 


? Union Bag-Camp Paper Corp. e g 9g O O O em isleham ze e e O 


























Capital Stock t a e least po e cost and e O 
he ti 
4 O O e}geleli= e eluire e to he O qd 
= | elaleiie: e believe e ca e ehasiar= 9 
to Merrill Lynch, Pierce, Fenner & Smith e e exe = e oh {-me me O = elite 
nd — a i 5 ll O e arke emmeolmmiciae O O e 
ere O O e, are some oO e secondaa and e e 
eT O e e 2 elaleli-teomeye O 
ler mine ofere ela-me oktolalic-mromelelemelele old-time 
50- relate elalelel gem Oli me e erse 
O ave a O O O O O Oo se elele 
er O omeleleire olemerele e O e O O O 
O q E O O e co 
ht. | - 
ave ele e e e elle = co) ame e 

yn- i sacle hago sl ethene quiaaenscion a aoudiiala 

NOT ANEW ISSUE Ptah 4 2080 O e e elel= O e O 
ant wae 

628,722 Shares 

m- 

The New York, Chicago and St. Louis Railroad Company te 5 5 = " 
en (Nickel Plate) G 
ris- Common Stock 
me 
all 2 

Merrill Lynch, Pierce, Fenner & Smith 
lecorporesed 

vail- 
for- i 
TES 


NOVEMBER 1959 1119 








Waat Woutp tHe Prupent Man Do? 


Conditions Call for More Equities in Trusts 


CARLYSLE A. BETHEL 


President, Trust Division, American Bankers Association; 
Vice Chairman of the Board and Senior Trust Officer, Wachovia Bank and Trust Co., Winston-Salem 


RUSTEES WOULD BE ACTING AS PRU- 

dent men under existing circum- 
stances if they would invest most of 
their trust portfolios in a diversified list 
of common stocks, subject to two condi- 
tions which probably exist in most mod- 
ern trusts: 


1. Full investment authority either 
under the Prudent-Man Rule or pro- 
visions of the governing instrument. 


2. Power to use principal for emer- 
gency or reasonable needs of the in- 
come beneficiary. 


Stocks over the year have a number 
of advantages not available through 
bonds. Dividends afford yields higher on 
average throughout the years than in- 
terest on bonds. (It is true that at the 
moment higher yields can be obtained 
from bonds, but over a cycle of years 
the reverse would probably prevail.) As 
most well managed corporations put a 
large part of annual earnings back into 
the business, there is steady growth in 
net worth which ~ eventually bursts 
through in stock dividends, split-ups, or 
increased cash dividends. In a period of 
inflation, the values of plant, equipment 
and earning power adjust to the upward 
spiral; and the dollar amounts of net 
worth and profits tend to increase as the 
purchasing power of the dollar shrinks. 


Perhaps it would be well to lay to rest 
the illusion that in bonds one finds con- 
stant and stable value. It is true that 
“money-good” bonds do pay off 100% 
at maturity, but any one who concludes 
that having invested funds in fixed obli- 
gations he can rest content as to constant 
market value, is in for a rude awaken- 
ing, as shown by the record since 1951, 
the year of the “Treasury accord.” In 
the eight years since then, the Victory 
Bonds of 1972-67 have fluctuated from 
a high of about 101 in 1951 to a low of 
84 in 1959. That would be bad enough, 
but within each calendar year prices 
varied substantially. During each of the 
last two calendar years, there was about 
a 10% swing within several months; in 


From address before 38rd Western Trust Confer- 
ence, Oct. 16, 1959. 
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1957 a high of 93 in December against 
a low of 85 in October; and in 1958 a 
high of 97 in April vs. 87 in December. 


Stock Prices Rebound 


The next point is that no matter how 
many times stock prices have dipped in 
the past, they have always “come back” 
and exceeded previous highs. Therefore, 
stocks, in effect, have a “maturity” as 
well as bonds; that is, a period when 
their cost can be recovered and, in fact 
exceeded, if proper timing is exercised 
in sale. 

The history of the stock market sup- 
ports the proposition that stocks have 
always come back in price and gone on 
to new highs. A reliable common stock 
index* covering an estimated 90% of 
market value of common stocks listed on 
the New York Stock Exchange and using 
1941-43 as 10 shows that since 1871 
such stocks have increased in value, 
with some interruptions, from about 4.4 
to a level of 58.8 several weeks ago, an 
increase of about 1.200%. There have 
been fluctuations, including the violent 
decline of 1929-1932, but for each cycle 
of years during which the average trust 
exists, the results throughout this period 
of over 75 years have been substantially 
increased values with corresponding in- 
creased yields. Even if a trustee had 
been so unfortunate as to have invested 
his entire portfolio at the 1929 peak 
with this index at 31.9 (it was 16.9 in 
1928 and bounced back to 25.9 in 1930 
but went on to fall to its low of 4.4 
in 1932), it nevertheless moved back to 
19.2 by 1946, and to better than 58 
recently. 

It is admitted that these points are 
made as to stocks in general, and it may 
be that a particular stock will not “come 
back” just as a particular bond defaults, 
but we must bear in mind that diversifi- 
cation and selectivity are cardinal rules 
of investment, and that means diversifi- 
cation within an industry as well as of 
industries. 

*Standard & Poor’s Standard “500” Index linked 


to the Cowles Commission Indexes, extending them 
back to 1871. 


Constant Supervision Required 


I am not urging endless retention of 
any stock. No trustee can afford to take 
the position that once a stock is bought 
it can be put away and forgotten. A 
trustee must constantly review holdings 
within an industry as well as industries 
themselves and be constantly on the 
lookout for signs that a particular com- 
pany or industry is beginning to slow 
down or lose its vitality. We are all 
familiar with what has happened to the 
street railways and railroads and there 
are others. In our dynamic economy, 
older products and services are con- 
stantly being replaced by newer and 
better products and ways of doing 
things. It is important for the trustee to 
be nimble enough to switch from a stock 
in a declining trend to one with greater 
vigor and potential in an expanding 
economy. We must eliminate those blue 
chips which show signs of fading (even 
though on the sale a substantial capital 
gain may be realized) and purchase the 
blue chips of the future before they turn 
to indigo. The prospect of substantial 
capital-gains tax is too often the princi- 
pal reason why trustees hold on to 
mediocre stocks. Obviously, it is better 
to pay out 25% of realized gain than 
to hold and lose 25% or more of the 
original investment. 

“Diversification” could properly in- 
clude diversification of the time of buy- 
ing equities, as fluctuations of some ex- 
tent occur during the course of even one 
year; and the prudent man would not 
ordinarily commit the major part of a 
trust to stock purchases within a short 
time. If any consequential amount is to 
be invested, spaced buying over a period 
of perhaps as much as eighteen months 
to two years would be in order. The dis- 
tress comparable to buying in the one 
year of 1929 would, therefore, in such 
cases rarely occur. 

It is also admitted that it is easy, 
with the fat on our bones of stock-mar- 
ket prosperity since the end of World 
War II, to gloss over the terrible days 
of 1929-1932. A lot of beneficiaries had 
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lean pickings then. The point is that 
trustees should invest for cycles of years 
and not trade in short term swings. No 
properly invested portfolio should be 
without some bonds; and with the 
power to use principal precipitous de- 
clines can be sweated out. 


Positive Factors for Prosperity 


One of the key factors affecting eco- 
nomic growth is growth in population. 
It has been estimated that between 1957- 
1967 the population of this country will 
increase from around 175-million to 
208-million, an increase of nearly 19%. 
It is further estimated that by 1975 total 
population will approach 230-million, 
and the Census Bureau estimates that 
the United States will contain 260- 
million people by 1980. 

But the composition of the population 
is quite important. It is changing rapid- 
ly, largely as the result of the decline in 
the birth rate from the mid-1920’s to the 
late 1930’s, and the rise in the birth 
rate after the war. In the 1957-1967 pe- 
riod, the large increases will be in the 
age group 6 to 25. The key age group 
includes young people 18 to 25 years 
old. It is estimated that this group will 
increase approximately 41%. This is the 
marriage age, the college age, the new 
household age, and the new labor-force 
age. It is also estimated that, within this 
key age group, marriages will increase 
33% and that new family formations 
will almost double. 

The economic effects of these changes 
will be substantial. The increase in the 
18- to 25-year-old population means an 
increase in labor supply; but it also 
means an increase in the demand for 
new houses, appliances, automobiles, 
furniture, and all the other goods and 
services needed to support a household. 

Another factor affecting future eco- 
nomic growth and one closely allied to 
growth in population is change in the 
mode of living. A rising standard of 
living has been accompanied by the 
move to suburbia with its housing de- 
velopments and shopping centers. A 
shorter work week provides more leisure 
time for sports, hobbies, and plain loaf- 
ing. These changes will continue per- 
haps at a faster rate and will lead to 
increased demands for a host of items 
ranging from grass seed to lawn mowers 
and from golf tees to yachts. 

Current GNP is at the annual rate of 
$184-billion, and economists predict that 
by the end of the ’60s it should grow to 
avout $700-billion, an increase of 45%. 
During the same period, disposable in- 
come will increase almost $140-billion to 
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$475-billion as compared to the present 
rate of $335-billion. The FRB Index of 
Industrial Production may be running 
at the annual rate of nearly 200 against 
a present rate in the 150-160 bracket. 

Sales of some industries will nearly 
double during the next ten years, while 
the sales of others will increase at a 
more modest rate or not at all. 

The electric-energy industry is parti- 
ticularly optimistic. It is estimated by 
General Electric Co. that in the 20-year 
period to 1979 the industry will sell 
$500-billion worth of electricity and 
$114-trillion worth of equipment. It is 
difficult to grasp such figures, but they 





represent between 4-5 times as much 
electricity and equipment as that indus- 
try has sold in the past 70 years. This 
also means that by 1979 the United 
States will need electric generating ca- 
pacity of about 665-million kws. for an 
estimated 250-million people. It com- 
pares with present total generating ca- 
pacity of 135-million kws. for 175-mil- 
lion people, and would be about a five- 
fold increase. 
Changing patterns of the economy 
over the next decades will pose serious 
problems to the trustee as well as offer 
unusual opportunities. If he chooses 
stocks carefully, the trustee will be high- 








FACILITIES FOR YEAR-END 
INSTITUTIONAL PORTFOLIO REVIEW 


The sharply divergent trends of the bond and equity markets 
during the past year, and the noticeable alteration of yield 
relationships of preferred stocks and municipal and corporate 
bonds will result in the year-end re-adjustment of many 
institutional portfolios. 


Whether your company’s program calls for a complete 
review of investments or the re-adjustment of portfolios to 
effect profits or losses for the taxable year, Eastman Dillon, 
Union Securities & Co. is equipped to provide professional 
analysis and recommendation to meet your objectives. The 
Firm’s offices throughout the country are in direct contact 
with our Corporate and Municipal Trading staffs, and have 
access to the complete facilities of our National Institutional 
Department. 


Your inquiry or portfolio list will receive the prompt 
attention of these specialists through the local office most 
convenient to you. 


EASTMAN DILLON, UNION SECURITIES & Co. 
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ly rewarded — but the emphasis is on 
the word “carefully.” 


Equities Fit Fiduciary Needs 

What then of inflation? Most econo. 
mists think that, if not inevitable, there 
is overwhelming evidence that coming 
years will bring a steady, upward 
pressure on prices which will result in 
some degree of inflation each year or 
series of years. In addition, it is a known 
fact of history that the money of all 
civilization eventually debases. 

No point is made here that a trustee 
has a duty to preserve the purchasing 


power of funds entrusted to him. It is 
‘submitted, however, that a trustee has 
a duty to do what he reasonably can do 
to cope with changing circumstances 
and economic conditions that confront 
beneficiaries. Twenty-five years ago, a 
trustee who put a third of his portfolio 
in equities was considered bold; he was 
mostly concerned with protecting his 
beneficiaries from deflation with little 
thought given to inflation. Bonds are 
more in the way of hedges against un- 
certainties, and 25 years ago uncertain- 
ties were abundant. They continue to be 
but positive economic factors seem to 
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Investing for reasonable income 
and possible growth of principal. 
A balanced fund established 1932. 


COMMONWEALTH STOCK FUND 


Investing in common stocks 
selected for their possibilities of 
long-term growth of principal and 
income. 





COMMONWEALTH INCOME FUND 
Investing in securities selected for 
current income. 
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Copies of the Prospectuses obtainable from 


Stein Roe G Farnham BALANCED FUND, Inc. 
Stein Roe G Farnham STOCK FUND, /nc. 


BOTH FUNDS AVAILABLE AT NET ASSET VALUE 


STOCK FUND 





Substantially all assets invested 
in common stocks selected for 
long-term growth possibilities 


135 South LaSalle 
Chicago 3, Illinois 
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outweigh negative factors. Other posi- 
tive factors include built-in stabilizers in 
our economy which, coupled with the 
government’s assumed responsibility for 
preventing severe recessions, tend to 
lessen the magnitude of cyclical fluctua- 
tions. | 

The numerous certainties dictate the 
use of higher percentages of equities in 
portfolios, and recent figures indicate 
that trustees in general are doing so. 
Figures published for 322 common trust 
funds in the United States for the last 
quarter of 1958 indicate an average 
ratio of equities of 53.1%. The recently 
published survey of personal trusts by 
the Trust Division of the A.B.A. indi- 
cates that 56.4% of all funds over which 
trust institutions have sole responsibility 
is invested in equities. The ratio is 
higher where the trust institutions have 
no responsibility, or share it with others. 
So the percentage tends to increase as 
the years go by, and properly so. 

It is submitted that these percentages 
can continue to be stepped up. In fact, 
I would be bold enough to suggest 75% 
as not an excessive ratio for the equity 
portion of a trust fund meeting the two 
conditions referred to earlier. 


If we have inflation, a large ratio of 
stocks would tend to protect the real 
value of the trust as much as any at- 
tempt can — consistent with the duty of 
a trustee to produce income, which duty 
prevents him from buying and holding 
gold. 


If we don’t have inflation, then we 
will have won the economic battle of 
this generation; and such a percentage 
of stocks properly diversified within an 
industry as well as among industries and 
in well managed corporations having 
reasonable expenditures for research 
and development of new products will 
justify the confidence of our customers 
in selecting us to manage their families 
finances. 


AAA 


“Redistribution of the gold stock of 
the Free World has been a continuing 
objective of our international economic 
policy for a great many years. The re- 
cent shift in ownership of gold, there- 
fore, reflects a necessary and wholesome 
strengthing of other Free World curret- 
cies .. . To maintain world confidence 
in the dollar, we must follow fiscal, debt 
management and credit policies that will 
prevent a continued rise in our price 
level.” 


From Resolution adopted by American 
Bankers Assn., Oct. 28, 1959. 
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| HENRY ANSBACHER LONG INDEX of MUTUAL FUNDS 
1 2 3 4 5 6 7 8 a 10 
PORTFOLIO PRINCIPAL PERFORMANCE INCOME 
, ' POLICY Base (100) : Bid Price 6/30/50 Net Investment 
, sid ——, ee. as o z Dividend % on 
selection and interpretation o urrent 
n data see July 1959 issue, p. 690. Pain sce 10/30/59 aver. month-end 
‘ preferred stocks 6/30/50 to Bid& Bid peaamna tan 
. Pre-War 10/30/59 Cap. only Last 5-Yr. 
t Recent 5-Yr.range | 12/30/39 Low High] Distr. 12 Mos. Avg. 
t 
e | BALANCED FUNDS 72.3 95.6 201.5 194.0 158.6 3.02 3.29 
y 1 American Business Shares _. 56.2 56.6 48.6 74.2 97.5 149.2 146.4 110.9 3.32 3.49 1 
| 2 Axe-Houghton Fund “A” 51.2 644 49.4 63.1 96.3 206.0 195.2 139.3 2.22 2.60 2 
y 3 Axe-Houghton Fund “B” 75.6 77.1 67.7 55.5 95.9 215.5 207.9 162.3 2.56 2.98 3 
of 4 Boston Fund _ 63.4 738.6 56.5 69.4 95.5 211.6 203.2 161.6 2.74 281 4 
h 5 Commonwealth Investment Co. 68.0 76.1 67.0 57.6 84.0 208.3 198.8 169.2 2.51 3.05 5 
Ly 6 Diversified Investment Fund, Inc. _---__-___ 70.7 74.3 65.8 — 88.0 212.2 204.8 167.5 $28 38.96 6 
is 7 Eaton & Howard Balanced Fund 63.9 70.9 59.9 67.0 96.3 203.4 195.4 168.7 2.84: 291 7 
8 Fully Administered Fund (Group Securities) __ 76.2 78.9 68.3 78.0 96.4 168.8 159.1 128.4 3.44 3.62 8 
ws 9 General Investors Trust t 56.9 81.9 56.9 91.7 97.2 203.0 196.6 144.7 3.50 3.71 9 
8. 10 Investors Mutual 69.8 71.6 63.6 — 96.3 195.2 186.5 166.3 3.09 3.47 10 
as 11 Johnston Mutual Fund —. 77.3 79.9 56.4 — 96.6 228.5 220.0 188.0 23 wan 3f 
12 Massachusetts Life Fund —— Seesseais 65.6 69.2 59.5 — 97.2 184.4 176.0 161.4 2.99 3.05 12 
13 National Securities—Income series — 87.6 91.8 82.0 — 96.8 188.3 181.8 150.8 4.16 4.75 13 
es 14 Nation-Wide Securities —-_-_-__ 57.6 62.1 54.5 82.3 97.2 178.9 172.9 139.6 3.22 3.438 14 
ot, 15 George Putnam Fund ———__-_-__ 69.9 74.0 66.3 83.5 97.5 227.2 220.3 183.5 2.73 2.99 15 
% 16 Scudder Stevens & Clark Balanced Fund etenennetea 62.9 67.38 56.7 74.6 97.3 187.6 179.7 151.5 2.88 3.06 16 
“ 17 Shareholders Trust of Boston __.... RCE, 57.5 78.9 57.5 — 96.3 216.8 211.38 164.7 3.50 3.62 17 
) 18 Stein Roe & Farnham Balanced Fund 58.8 64.7 50.5 — 96.8 239.8 233.5 201.9 2.46 2.70 18 
ve 19 Wellington Fund — ee 58.0 68.5 58.0 70.9 97.38 200.4 193.8 160.4 2.90 3.11 19 
20 Whitehall Fund _~ ” - 53.0 60.2 51.0 — 95.8 204.1 197.1 150.6 3.34 3.47 20 
of 
sal FLEXIBLE FUNDS 73.3 95.8 246.4 236.0 188.2 2.64 3.13 
at: 21 Broad Street Investing Corp. ——---___ 86.8 89.6 177.3 65.1 93.7 284.8 272.0 229.0 3.11 3.54 21 
f 22 Delaware Fund _. sea ae 92.2 95.5 84.3 69.3 95.38 242.8 233.3 175.0 2.25 2.98 22 
” 23 Dreyfus Fund 82.5 99.9 52.7 — 96.6 384.4 | 370.0 315.4 2.00 2.07 28 
ity 24 Fidelity Fund —__..-_»_»_SSE liaectaliaiciitnciegie: 95.1 97.7 86.0 — 95.4 302.4 286.4 243.6 2.65 3.31 24 
ng 25 Institutional Foundation Fund —___-__ 84.2 88.5 82.0 — 95.5 238.0 230.6 175.0 3.32 3.71 25 
26 Knickerbocker Fund _ 94.4 944 63.0 101.0 96.4 194.6 185.3 130.0 2.73 3.44 26 
27 Loomis-Sayles Mutual Fund 57.4 60.1 49.5 60.5 96.6 186.7 180.3 130.6 2.92 3.01 27 
we 28 Mutual Investment Fund —___,.____ 82.2 84.0 55.8 74.6 95.7 184.3 174.1 130.9 2.70 2.89 26 
of > 2 eee roe... 60.1 66.8 56.2 78.4 97.2 176.5 170.8 131.7 3.20 3.55 29 
ge 30 Selected American Shares —— 93.5 97.6 81.1 74.0 94.3 257.7 245.7 178.0 2.49 3.08 30 
oe ee A TO sacs escaptlcelind batinenemiine 913 97.7 9138 98.3 98.2 284.6 270.2 248.1 2.69 3.62 31 
32 State Street Investment Corp, —— 4. 92.9 92.9 81.2 56.8 95.3 219.5 211.0 141.5 1.738 249 382 
ind 33 Wall Street Investing Corp. —..---____ 88.0 88.2 77.9 — 96.1 259.7 249.2 228.0 2.68 2.94 33 
ing Oa  Wancommin: Mund, Ene, oe 94.3 98.6 77.4 54.8 95.4 234.0 224.7 178.3 2.43 3.19 34 
rch 
will COMMON STOCK FUNDS 65.3 94.7 308.7 294.3 240.4 2.38 2.87 
as S Midred? 88.0 97.5 84.5 61.0 93.6 288.8 | 2299.7 1783 | 2.71 3.38 35 
ses’ > Tee Wee 80.2 88.5 76.7 68.0 94.6 277.7 266.5 209.7 2.44 2.83 36 
37 Dividend Shares __._......... . ” 85.2 86.6 81.4 73.5 93.6 243.2 234.6 187.8 2.68 3.01 37 
8 Eaton & Howard Stock Fund 84.3 92.1 78.3 62.2 95.2 311.0 296.2 262.3 2.14 2.41 38 
39 Fundamental Investors salted peta Dated 98.4 99.2 96.7 54.5 94.4 307.8 291.7 251.5 2.05 2.80 39 
R 40 Group Securities—Common Stock —..--- 98.0 99.1 90.4 — 95.1 245.8 231.9 183.7 3.57 4.42 40 
41 Incorporated Investors _. 95.7 98.2 89.0 59.8 96.6 326.8 306.8 248.4 165 2.39 41 
of ff 42 Investment Company of America — ue 86.4 95.5 177.6 64.1 94.1 302.6 292.1 216.0 2.16 2.50 42 
‘ing 43 Keystone Growth Common (S-3) 97.0 99.0 91.0 71.7 97.4 356.6 336.9 222.7 162 234 48 
mic || 4 Massachusetts Investors Growth Stock Fund —— 92.9 99.3 92.9 69.6 94.7 386.9 366.0 314.3 142 1.79 44 
_ || 4% Massachusetts Investors Trust — 98.4 99.3 97.3 76.6 95.3 332.6 814.0 289.5 2.64 3.23 45 
ie 4) 46 National Investors — ee 96.4 99.3 96.4 57.6 92.7 356.9 339.7 269.0 1.82 2.25 46 
ere- =} §=647 =National Securities—Stock Series ____ 98.6 98.9 93.9 — 93.6 247.0 | 234.5 185.6 8.58 4.48 47 
ome || 48 T. Rowe Price Growth Stock Fund — ~~ 78.9 92.5 ‘12.1 — 94.6 418.5 409.9 350.9 1.72 2.13 48 
ren- | 4? Scudder Stevens & Clark Common Stock Fund_. 96.2 99.2 91.6 — 94.5 308.5 294.1 257.8 2.17 2.68 49 
nce 50 United Income Fund 90.1 984 90.1 — 95.4 2783 | 264.7 2235 | 287 3.85 50 
- y= 590 STOCK INDEX (Standard and Poor’s)» ____ — os — 70.7 94.3 343.2 325.2 — — a 
= CONSUMERS PRICE INDEX (B.L.S.)2 _ satan —- —- — 58.5 100.0 123.0 _-_ — a 
rice 














F n —Adjusted to June 30, 1959 base; *—-Leverage operated until 2nd quarter 1950; Italics indicate ex-div. or high or low price reached during current month. 
ican Correction: Sept., Stein Roe & Farnham; Col. 10, 2.70. 
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Conference Keynoter Sees the “decade of the sixties will be one of tionnaires submitted following last H fe 
$40 Million Mutual Assets by 1970 economic expansion and business year’s conference indicated that such a m 
Underscoring his theme—“Lift your progress.” After discussing implications panel would elicit top interest. Repre- al 
sights—Raise your goals,” Herbert R. of future growth of the population both sented were Raymond H. Godfrey, presi- pe 
Anderson, President of the National for the economy and sales territories he dent of Financial Planning Corp which fu 
Association of Investment Companies, reiterated the often quoted, although retails both mutuals and _ insurance; m 
and of Group Securities, Inc., predicted sometimes challenged, dogma that for Robert Greer of Keystone Custodian cl 
at the Eleventh National Mutual Fund the creeping type of inflation that seems Funds;Arthur H. Haussermann, partner it 
Dealers’ Conference, held on October possible in this country, common stocks in Vance, Sanders and Co.; Baron Hel- es 
26-28 in Atlantic City, that within the offer the best protection both principal big, a dealer who is consultant to mu- th 
next ten years assets might well exceed and income wise. Mr, Harriman’s com- tual sponsors on estate planning; T. es 
$40 billion with shareholder accounts of ™ents on the money problem were of Fisher Leys of Mutual Fund Planning vi 
up to 8 million, Currently assets ap- particular interest: “Interest rates.... Corp., another dual selling organiza- Wi 
proximate $17 billion and accounts 4 have reached heights which are new to tion, and Edward G, Sippel of National in 
million. Delineatitng the market’s po- the present financial generation. Securities and Research Corp. 
tential, he pointed out that there were Stated simply, more people want to use Mr. Godfrey titled his informal talk M 
only three limiting factors—people, the funds than there are funds available. ‘To Plan or Not to Plan.” Objectives # N, 
present and future amounts they have This is the natural result of our being — should first be directed to assisting sales- J ti, 
properly available for investment, and i a dynamic economy in contrast to men in recognizing whether to plan first leg 
the supply of investible securities ac- the stagnating condition which char- for their prospects and make a sale as a “¢h 
cessible to the funds. As to the first 2Cterized the depressed ’thirties.” result of the plan or, first make the sale, pr 
factor, he said “currently, our total Monday afternoon’s session featured and then develop planning in the fu- so 
population is about 175 million, with @ panel on estate planning. Representa- ture. It is important to eliminate costly 
more than 6714 million wage or salary ives of three retailers and three spon- planning when experience dictates. of 
earners, or self-employed. Compare that ‘S°FS gave brief talks and then were “Don’t plan your total sales into obliv- [7 th 
with our 4 million shareholder accounts questioned for an extended period by ion,” Mr. Godfrey concluded. » fu 
and, remember, quite a few are dupli- extremely interested audience. Ques- Mr. Greer confined his talk to living s the 
cates in that they hold shares in two or ur 
more funds.” | co 
Mr. Anderson emphasized the role of iy the 
the mutual salesmen in bringing the 7 fu 
product and the potential market to- me 
gether. The restrictions under which the pre 
funds operate in the advertising and M1 
promotional field plus the personal na- clu 
ture of investing makes the service of loa 
du: 


salesmen mandatory. Each prospective 
buyer must be individually fitted and 
served so the salesman must know his 
business. However, “unlike with the sale 
of many things, sheer volume for vol- 
ume’s sake is self-defeating as an objec- 
tive in our business. . . . We sell best, 
and in the greatest volume over the 
years, as we become not sellers of se- 
curities but rather ‘buyers’ in the cus- 
tomer’s interest; as we help him achieve 
his financial goals.” 

During the same introductory session 
Dr. John W. Harriman, economist for 








TL 


William A. Parker, board chairman of Incorporated Investors and Incorporated Income 

Fund, examines tape from ancient stock market ticker at Parker Corporation booth at 

the National Mutual Fund Dealers’ Conference in Atlantic City last month. Looking on 

at the left and right, respectively, are Robert E. Maltby and H. Edwin Cowles, both of 

Perry T. Blaine & Co., Ashtabula, Ohio. The Parker Corporation’s booth recreated a busi- 
ness office of 1925, the year of the firm’s founding. 


the group of funds associated with the 
Union Service Corp., summarized the 
economic outlook. He cheered the as- 
sembled dealers with the prediction that 
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trusts. While estate planning “tends to 
mean all things to all men” .. . it is his 
conviction, that, to a mutual fund man, 
it should mean fostering the use of liv- 
ing trusts. Contrasting the former diffi- 
culties in estate settlement when most 
wealth was held in the form of real and 
personal tangible property with the rela- 
tive simplicity of present-day registra- 
tion and transfer of intangibles, he sug- 
gested that it followed that the modern 
living trust was in many instances pre- 
ferable to the use of a will for trans- 
mitting property at death. Just as insur- 
ance proceeds are transmitted without 
passing through an estate so can mutual 
funds be left in a living trust. Sum- 
marizing benefits to ‘“‘virtually all 
clients” Mr. Greer said that “to some 
it may offer no more than an efficient 
estate settlement. To others it will have 
the added attraction of preserving the 
estate during the period of a wife’s sur- 
vivorship and to perhaps only a few it 
will make available substantial savings 
in estate taxes.” 

New Jersey's Governor Robert B. 
Meyner greeted the mutual salesmen. 
Not quite so welcome were the execu- 
tive’s statements on his support for 
legislation tightening up New Jersey’s 
“blue sky” laws. He referred to the 
present 32 year-old legislation as “ob- 
solete.” 

George A. Mooney, executive director 
of the N.A.I.C., as the final speaker on 
the program explained how his primary 
function was doing “a job of educating 
the public.” The association, quite nat- 
urally, makes no mention of individual 
companies but “talks exclusively about 
the concept of investing in mutual 
funds.” This is done through all major 
media. There are no limits to such a 
program and “as sometimes happens,” 
Mr. Mooney explained, “‘its direction in- 
cludes heading off writers who are 
loaded with prejudice against our in- 
dustry.” But this is a minor activity and 


importantly, students, teachers, re- 
searchers and educators recognize the 
trade association as headquarters for 
fund information. 


Funds Extremely 
Cautious in 3rd Quarter 


Investment companies cut down their 
buying of common stocks to a very 
noticeable extent during the third quar- 
ter of the year. Only three out of the 25 
balanced funds covered in the regular 
quarterly analysis published by this 
writer in Barron’s bought commons on 
balance and just one out of 13 closed- 
end companies liked the junior equities. 
And even the stock mutuals, generally 
steady buyers of commons, slowed down 
their acquisitions considerably. the bal- 
anced funds did like prior securities and 
a good example of this shift from the 
more volatile equities was Wellington 
Fund’s portfolio balance—68% in com- 
mons and equivalents on January lst, 
63.6% by mid-year and 58% at the end 
of the third quarter. 

Still there was enough purchasing by 
the stock funds during the period to 
counter the bearishness of the balanced 
companies and closed-enders and give 
the total transactions a slightly bullish 
appearance. This was not universally so, 
however, as the oils were subject to the 
same sort of pummeling they had re- 
ceived in the previous quarter, Standard 
of New Jersey was the unpopular issue 
in this group. The aircraft and airlines 
were also out of favor as were the drugs 
and finance companies. But sentiment 
appeared to be coming once more 
friendly toward the banking shares. The 
electric utilities were the real favorites, 
however, as they had been three months 
earlier. Not far behind in popularity 
were the non-ferrous metal and electrical 
equipment issues. The steels had a 
smaller bullish following than during the 
previous period. Also liked were the 
building construction and equipments, 
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auto and auto parts, the chemicals and 
industrial equipments. Opinion was cur- 
rently divided on the rails as well as the 
natural gas issues. 

Six or more managements acquired 
the following stocks on balance: (15) 
General Motors; (12) Ford; (10) In- 
ternational Nickel; (8) duPont, U. S. 
Steel and Westinghouse Electric; (7) 
Aluminum, Ltd., International Business 
Machines and Owens-Illinois Glass; (6) 
American Viscose, Anaconda, General 
Electric and Johns-Manville. Selling by 
at least a half dozen managements in- 
cluded (10) Standard Oil of New Jer- 
sey; (9) Merck; (8) American Tele- 
phone, Deere, Gulf Oil and United Air- 
craft; (7) Amerada, American Airlines, 
Shell Oil and Texaco; (6) Burroughs 


and North American Aviation. 


Keogh Says Funds Should 
Expect Review of Tax Position 


Speaking at the final luncheon of the 
first regular membership meeting of the 
National Association of Investment 
Companies held on October 22-23 in 
New York, Congressman Eugene J. 
Keogh, a ranking member of the House 
Ways and Means Committee, emphasized 
that the tax base probably would be 
broadened in the coming years. “Con- 
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gress is always reviewing the tax situa- 
tion of our institutions,” the legislator 
added. “The tax position of investment 
companies will certainly be included. 
You must be prepared for that review, 
not in a defensive and ‘imposed upon’ 
sort of way, but constructively and 
affirmatively.” The primary concern of 
Congress is whether a particular type of 
tax treatment is necessary and serves 
the public interest. Mr. Keogh made 
particular reference to Subchapter M 
of the Code and the necessity for the 
fund people to justify “on behalf of 
your shareholders, the kind of taxation 
which you and they presently have—or 
perhaps even suggesting changes.” 

The Congressman discussed at some 
length the self-employed retirement bill 
which he has been sponsoring. “I sup- 
port the amendment of the bill to pro- 
vide for custody accounts rather than 
trust accounts where the plans are 
funded with investment company 
shares . . .” he told his audience. He 
also mentioned the municipal bond 
funds and the association proposal to ex- 
tend the concept by “passing through 
“the exemption for municipals held by 
any regulated investment company. 

Two hundred leading executives in 
the fund industry attended the member- 
ship meeting. Subjects covered at the 
business sessions included such matters 
as Federal legislation, Federal Reserve 
developments, S.E.C. rules, State liaison 
and insurance industry relations. 


Jersey Variable Rules 
Become Effective 


Following a public hearing in the 


middle of October, Charles R. Howell, 
‘New Jersey Banking and Insurance 
Commissioner, placed ineffect early this 
month regulations covering the sale of 
variable annuities in his state. As re- 
ported in this column in July (p.693) 
Governor Meyner on signing the recent 
New Jersey legislation stated that the 
Banking Department would set up strict 
regulations before any company would 
be allowed to sell variables, 

The regulations implement certain 
provisions previously noted as included 
in the legislation. For example the in- 
surance company must ascertain that 
the purchaser is balancing fixed annuity 
income with his variable. Further, past 
investment results cannot be used to 
show what a variable might do in the 
future. An insurance company has to 
submit its contract to the Banking de- 
partment for approval and special regu- 
lations must be established for agents 
selling such contracts before the state 
flashes a green light. Approval must also 
be given by the S.E.C. in Washington as 
variables are subject to both State and 
Federal regulation. 


Vance, Sanders Will Offer 
Own Stock to Public 


Vance, Sanders and Company, dis- 
tributor of the giant $114 billion Massa- 
chusetts Investors Trusts and four other 
mutuals with assets approximating $650 
million, is getting in step with several 
of the other major investment company 
selling organizations by making an 
offering of shares to the investing pub- 
lic. The firm does not engage directly 
in portfolio management but holds a 
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minority interest in Boston Research 
and Management Co. which advises Can- 
ada General Fund and Boston Fund and 
also has a research contract with the 
new indigenous North American Fund 
of Canada, Ltd. Paine, Webber, Jackson 
and Curtis is managing the underwriting 
group which presently is planning to 
offer 400,000 shares of non-voting stock 
in December. All of the shares being sold 
are owned by present stockholders, so 
no new money will accrue to the com- 


pany. 


Distributors Group 
Reclassifies Stock 


Stockholders of Distributors Group. 
Inc. early in November approved a re- 
classification of their stock into a class 
“A” non-voting issue and class “B” vot- 
ing shares. This follows the general in- 
dustry pattern for capitalization of mu- 
tual underwriting and management com- 
panies and may be the forerunner of 
still another offering of fund sponsor 
stock. The recapitalization in this in- 
stance makes provision for exchange of 
non-voting into voting shares. Distribu- 
tors Group sponsors the Group Securi- 
ties mutual funds whose assets approxi- 
mate $170 million. 


Mutuals and Corporate Fiduciaries 
Are Complementary 


Mutual funds and corporate fiduci- 
aries are complementary and in the main 
serve different segments of the invest- 
ment market, according to Charles F. 
Eaton, Jr., president and director of 
Eaton and Howard, Inc,, and chairman 
of the trustees of the two Eaton and 
Howard mutual funds, Addressing a 
round-table discussion of the Corporate 
Fiduciaries Association of Boston on 
October 13th, Mr. Eaton alluded to the 
tightness of money as indicating the 
shortage of capital and the growing 
scarcity of large fortunes to supply that 
capital deficiency. Then he added: 
“There are more and more people of 
moderate means and can 
afford, if we can assume proper educa- 
tion and assistance, to set aside a por- 
tion of their incomes and savings in 
order to buy a share in the long-term 
growth and presumed prosperity of 
American business and industry. . . . In- 
vestment companies provide a_ service 
well adapted to the building of capital, 
namely, the so-called Accumulation 
Plans.” They also serve some investors 
of substantial means because of their 
convenience. 

The mutuals differ organically also 
from corporate fiduciaries in that they 
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CORPORATE FINANCE ANALYSES .. . 


O. ROGERS FLYNN, Jr. 


Graduate School of Business, Columbia University 


MAJOR COMPONENTS OF PER SHARE INCOME 
FOR COMMON STOCK 


N THIS ANALYSIS WE ARE CONSIDERING 
] the portion of a company’s net in- 
come that is applicable to its common 
stock, which when allocated to shares 
outstanding, is more generally de- 
scribed as “per share earnings.” The in- 
come for common stock will vary with 
the company’s operations but may be 
magnified for the common stockholder 
by the use of senior securities carrying 
a fixed rate of income payments. Lever- 
age in capital structures is now the rule 
rather than the exception among indi- 
vidual industrial companies. 


Margins of Profit on Sales 


The various levels of income, namely, 
pre-depreciation income, pre-interest in- 
come, pre-tax income, net income, and 
net income applicable to the common 
stock, can all be expressed as percentage 
margins of profit in sales. If we are con- 
sidering the proper profit margin to 
relate to invested capital (the sum of 
ownership equity and long-term debt) 
we must select either “pre-depreciation 
income as a percent of sales” or “pre- 
interest income as a percent of sales.” 

Net income as a percent of sales can 
be related consistently to ownership 
capital but the proper margin of profit 
to relate to common shareholders’ capi- 
tal is “net income applicable to the com- 
mon stock as a percent of sales.” 


Declining Profit Margins 


For all but a few exceptional com- 
panies margins of profit have displayed 
a declining trend in recent years to re- 
flect the inability of managements to 
pass along in higher prices the full 
amount of continuously rising costs re- 
sulting from higher wage rates. The 
profit squeeze has been deferred for the 
common stockholders in many cases by 
expanding operations with borrowed 
funds, i.e. introducing increasing lever- 
age in the capital situation. Needless to 
say, any company employing increasing 
leverage will ultimately reach the limit 
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of its borrowing capacity as an offset to 
declining common stock profit margins. 


Capital Values at the Market 


While the volatility of the public mar- 
kets for company shares subjects over- 
all valuations based on market prices 
to wide fluctuations, such valuations 
have greater reality than valuations rest- 
ing on book values. Widely varying de- 
preciation policies, the use of LIFO in- 
stead of FIFO for costing our inventory 
coupled with different acquisitions dates 
for capital assets during periods of ad- 
vancing prices has tended to make book 
values rather more nominal than real. 
Replacement values based upon inde- 
pendent appraisals are costly to deter- 
mine and at best contain such a high 
degree of appraisers’ subjectivity that 
wide variations are common. 

The use of cost values throughout 
(property gross of depreciation) while 
employed by an increasing number of 
companies to measure rates of return on 
capital is a convenient compromise that 





is justified primarily by expediency and 
by the fact that it appears “to work 
better” to produce comparable figures 
over time than do rates of return based 
upon capital valuation net of accumu- 
lated depreciation. 


For the investor, the market value 
provides the most satisfactory valuation 
of the common stock capital of a com- 
pany in which he holds common shares. 
An exception to market valuation may 
be noted. when the problem of “bulk” is 
present, that is, a large number of 
shares held in a single block that may 
be too large for the organized stock 
market to absorb. 


The relationship of profits to capital 
investment can sensibly be related to its 
market value. 


The Return on Capital Formula 


The rate of return on capital can be 
increased by greater turnover. That is 
an increase in the ratio of sales to capi- 
tal or by an increase in the profit mar- 
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gin on sales applicable to the capital, or 
by a combination of both factors. 

This simple algebraic formulization 
summarizes this relationship: 

Sales X Profit Margin = Profit Margin 
Capital Sales Capital 

An improvement in the rate of return 
on the market value of a common stock 
can only come from increasing the sales 
in relation to the common stock or in- 
creasing the ratio of “net income” ap- 
plicable to the common stock to sales. 

The factors contributing to increased 
sales are increased physical volume and 
higher prices. Both may apply to present 
product lines or to new products. Profit 
margins reflect selling prices and costs. 
Higher prices and/or lower costs bring 
improved profit margins. 

Sales and earnings can be reduced 
readily to a per share basis and then re- 
lated to the market price per share to 
produce the same relationships of rev- 
enue and income to capital that would 
be obtained if the total sales and total 
net income applicable to the common 
stock were related to the aggregate mar- 
ket value of the common stock. 

The table on page 1128 shows the 
components of per share earnings for 
the 36 industrial common stocks that 
were listed among the “favorite fifty” 
common stocks held by the 300 com- 
mon trust funds and reported in TRusTs 
AND Estates (Apr./59, p. 342) by the 
individual banks and trust companies 
that administer these group investment 
media. The remaining stocks in the 
“favorite fifty” group represent banks, 
public utilities, and a sales finance com- 
pany not comparable for the analysis. 

The rate of return figures in column 
9 are obtained by multiplying “sales per 
dollar of market values” shown in col- 
umn 6 by “earnings per dollar of sales” 
shown in column 8. The same rate of 
return figure, “earnings per dollar of 
market value” (of common stock) can 
be obtained by relating “earnings per 
share 1958” in column 7 to “market 
value common share Oct. 30, 1959” in 
column 5. 

The range in “sales per dollar of mar- 
ket value” (of common stock) (column 
6) is from $2.09 for National Dairy 
Products to 15.7 cents for International 
Business Machines. 

“Earnings per dollar of market value” 
(cf common stock) show a similar wide 
veriation 16.5% for Standard of Cali- 
fornia to 3.1% for National Dairy. 

"he rate of return on common share- 
hciders’ investment expressed as “earn- 
inzs per dollar of market value” (of 
common stock) (column 9) is sum- 






proved industrial companies for com- 
mon trust funds as follows: 


10% —19: 1 50% —59: 9 
20 —29: 4 60 —69: 4 
Sh. SO S., SD ed 
40 —49: 8 868 —89: 2 


The relationship of 1958 sales and 
earnings to market values at Oct. 30, 
1959 is of somewhat dubious value for 
refined security analysis and the identi- 
fication of more favorably priced issues 
at the present time. Market values tend 
to measure futures rather than the past 
so that the relationships shown must be 
regarded as demonstration of an an- 
alytical procedure rather than a con- 
tribution to meaningful current apprais- 
als of individual common stock. 


AAA 
INVESTMENT COMPANY NOTES 
(Continued from page 1126) 


are continuously selling and redeeming 
shares. So the account receives new 
funds daily and is continuously chang- 
ing. Fund investors buy one fund in 
preference to another in the light of a 
wealth of published information on 
prices, objectives, policies and quarterly 
investment holdings. In contrast, the 
client chooses the corporate fiduciary 
on the basis of “confidence in his char- 
acter.” Here the investor’s account is 
tailored to individual needs as to in- 
vestment and estate requirements. 

The two institutions also differ in 
their concept and operation, observed 
Mr. Eaton, and call on one another for 
many services. Banks perform important 
services for many of the investment 
companies such as trustee, transfer 
agent, clearing agent and as agent for 
dividend disbursement accumulation 
plans, withdrawal plans and particular- 
ly as custodian for securities. “And in 
addition,” Mr. Eaton emphasized, “the 
banks are called on for cooperation in 
the establishing of trusts and in many 
aspects of estate planning.” 

Corporate fiduciaries, in turn, can use 
the funds in the speaker’s opinion, This 
is particularly true of relatively small 
trust departments, and for the smaller 
accounts, particularly if a common trust 
fund is not available. The value of in- 
vestment company shares as collateral is 
generally well known to the corporate 
fiduciaries. Observing that both institu- 
tions “should realize that the success of 
one contributes to the success of the 
other,” Mr. Eaton concluded: “We have 
always lived in what, in terms of the 
day in some quarters, is being called 
‘peaceful coexistence’, and I am sure 
that it will net only continue, but will 
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change to ‘Aggressive Co-operation’. 





BUSY 
TRUST 


OFFICERS 


are invited to 
send for a copy of 


“PLANNED 
INVESTMENT 

FOR BANK TRUST 
DEPARTMENTS” 


The complex task of administering trust 
funds is one that takes an increasing 
amount of your time and effort. As a 
bank trust officer you are well aware 
of this, and you know that one of the 
most important of your problems is the 
management of the securities portfolio 
itself. 


Knowledgeable as you may be about 
investments, haven't you often felt it 
would be very helpful to have a group 
of competent outside advisors regularly 
available? Haven't you wished that the 
investments of each of your trusts could 
have the advantages of professional ad- 
visors who would be available to you 
at all times? 


The specialists in the Planned Invest- 
ment Department at Smith, Barney & 
Co. are ready to give you this kind of 
help. 


If you would like to know more 
about our investment services and how 
they can help you, send for a copy of 
our brochure, “Planned Investment for 
Bank Trust Departments.” 


Smith, Barney & Co. 


Members New York Stock Exchange 
and other leading exchanges 


20 Broad Street, New York 5, N. Y. 
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ON THE ENERGY FRONT .. . 


ECENTLY THIS OBSERVER MADE AN 
| gmcenaedl trip into the Northwest 
corner of Massachusetts to visit the nu- 
clear power plant being built by ten 
New England utility companies banded 
together in the Yankee Atomic Electric 
Company. 

As we approached the site along the 
lonely, trout-filled Deerfield River, the 
silvery sphere that encloses the atomic 
reactor suddenly became visible through 
the red and gold of the autumn foliage. 
Amid the lovely foothills of the Green 
Mountains the Yankee plant could be a 
transplanted lunar installation. 

Close-up, the Yankee plant appears 
less other-worldly. Its 125-foot steel 
sphere, supported above the rocky land- 
scape by columns, is unique; but the 


mazes of piping and wiring and the. 


134,000 kilowatt Westinghouse turbine 
generator are familiar industrial sights. 
These conventionad adjuncts remind us 
of two things — that the nuclear portion 
of such plants merely replaces the con- 
ventional boiler, and that nuclear elec- 
tric power is moving into the “hard- 
ware’ stage of development. 

Next year Yankee’s water-filled core 
will be fuelled with approximately 25 
tons of slightly enriched uranium oxide 
pellets and its power will start feeding 
into the New England network. En- 
gineering design and construction are by 
Westinghouse and Stone & Webster. 

Construction time of three years is 
about the same as for a conventional 
power plant of the same size, although 
special features make it more costly. 
The power it generates will also cost 
more than conventional power — how 
much more remains to be _ proved. 
Yankee’s pressurized water reactor is 
similar to the one at Shippingport, Penn- 
sylvania, operated by the Duquesne 
Light Company since the end of 1957. 
Design capacity of Shippingport is 
60,000 kilowatts. 

Duquesne Light is one of three utility 
companies actually operating nuclear 
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Developments of Investment and Commercial Interest 


ROBERT RESOR 


Vice President, Bozell & Jacobs, Inc., in charge of Nuclear Energy Division 


HAVE WE UNDERESTIMATED OUR ENERGY 
RESOURCES? 


power plants today, the others being 
Pacific Gas and Electric Company 
(5,000 kilowatts) and Southern Cali- 
fornia Edison Company (7,500 kilo- 
watts). 

The atomic plants coming onto utility 
lines in 1960 are of larger size. In ad- 
dition to Yankee, these will be of 180,- 
000 kilowatts (Commonwealth Edison 
Company) and 100,000 kilowatts (The 
Detroit Edison Company). Two more 
are scheduled for 1961 — Consolidated 
Edison Company of New York’s 275,000 
kilowatt plant and General Public Utility 
Corporation’s 5,000 kilowatt plant; four 
more for 1962 — Northern States Power 
Company’s 66,000 kilowatt plant, Pacific 
Gas and Electric Company’s 50,000 kilo- 
watt plant, Carolinas-Virginia Nuclear 
Power Associates’ 17,000 kilowatt plant, 
and Consumers Power Company’s 
50,000 kilowatt plant; and two more for 
1963 — East Central-Florida West Coast 
Nuclear Group’s 50,000 kilowatt plant 
and Philadelphia Electric Company’s 
30,000 kilowatt plant. 

Sometime in the mid 1960’s, New 
England Electric System and Pacific Gas 
and Electric Company each expect to 
be operating 200,000 kilowatt nuclear 
plants. 

In most of these plants, a number of 
utility companies are sharing the ex- 
pense — particularly in research — and 
the experience. A total of 131 com- 
panies are involved in the 16 plants 
named above and in 11 other major re- 
search, development and study projects. 
Combined capacity of the 16 plants will 
be 1,400,000 kilowatts and total expendi- 
tures will be more than $570,000,000. 

An interesting comment on atomic 
power plant development was made last 
month by Rear Admiral Wilson D. 
Leggett, Jr., vice president of engineer- 
ing for Alco Products. Admiral Leg- 
gett asserted that nuclear power is be- 
ing developed twice as fast as any previ- 
ously known source. He pointed out that 
it took 100 years for coal or oil to be- 


come commercially acceptable as energy 
sources, while uranium was used in 
power reactors only 15 years after the 
idea of its use as a fuel was shown to be 
possible. 


U. S. versus U.S. S. R. 


Khruschev’s “we will bury you” boast 
has caused Americans to keep a wary 
eye on our position vis-a-vis the Soviet 
Union. In the field of electric power, the 
competitive position of the United States 
is excellent. This is so with regard to 
both nuclear and conventional power. 

Three scientists of the Atomic Energy 
Commission who returned in October 
from a Soviet trip reported that the U. S. 
is generally even with the U. S. S. R. 
in atomic research but probably ahead 
in high-energy phsyics. They said the 
Soviet is scaling down its construction 
of nuclear power plants and they saw 
no power station in operation compar- 
able to our plant at Shippingport. While 
at Shippingport, Soviet Deputy Premier 
Frol Kozlov told Admiral H. G. Rickover 
that Russia has found nuclear power 
“much costlier” than anticipated. 

“In the field of electric power it ap- 
pears that Russian production will be 
considerably behind that of America for 
at least as far as we can foresee in the 
future,” according to Edwin Vennard, 
vice president and managing director of 
the Edison Electric Institute, utility 
trade association. 

In a study prepared for hearings held 
this month by the Subcommittee on 
Economic Statistics of the Joint Senate- 
House Economic Committee, Vennard 
stated that at the end of 1958 Russian 
power capacity was 53,100,000 kilowatts 
while’ the U. S. had 160,219,000 kilo- 
watts. 

Fhe Russian goal for 1965 is 108.- 
000,000 kilowatts; in the same year, 
the U. S. should have 245,000,000 kilo- 
watts. These figures were based on in- 
formation gathered during a two-stage 
inspection tour of Soviet electrical facil- 
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ities recently completed by a team of 
U. S. power experts. 

A similar appraisal was made by 
Francis L. Adams, chief of the Bureau 
of Power of the Federal Power Com- 
mission, who told the same Congres- 
sional’ group that “there is little likeli- 
hood” Russia can overtake the U. S. in 
power production in the next twenty 
years, 

Vennard noted that average home use 
of electricity in Russia is about 400 
kilowatthours a year, compared with 
1958 average home use in the U. S. of 
3,400 kilowatthours a year. The Rus- 
sians charge a flat price of 40 kopecks 
per kilowatthour, about four cents. Aver- 
age price of all residential electricity 
in the U. S. is about 2.53 cents per 
kilowatthour, with sliding scale rates in 
effect. Vennard noted that home use of 
electricity “is a good indication of the 
standard of living.” 

The Russian atomic power picture 
was reported to be as follows: 


Operating Plants 


Obnisk, near Moscow . natural 
uranium, graphite moderated... 
5,000 kilowatts 

Siberia . . dual purpose, natural 
uranium, graphite moderated... 
100,000 kilowatts 


Under Construction 


Voronezh ... two reactors, pressurized 
water, slightly enriched uranium 
. .. 210,000 kilowatts in first stage 
to be in operation in 1961, 210,000 
kilowatts in second stage to be 
added if justified by experience with 
first stage 


Beloyarsk, in the Urals . . . boiling 


water 100,000 kilowatts, in 
operation in 1961 

Ulyanovsk .. . boiling water, slightly 
enriched uranium .. . 50,900 kilo- 
watts 


Total capacity of the five U. S. S. R. 
nuclear plants built and under 
construction (first stage Voronezh 
only) ... 465,000 kilowatts. 


This compares with the combined 
capacity of 1,400,000 kilowatts for the 
16 U.S. nuclear plants built, building or 
under development. 

Since Federal power planners have 
pre-empted or tried to pre-empt hydro- 
electric power in the United States, in 
the present competitive atmosphere 
Federal power proponents are issuing 
statements that this country is losing 
out to Russia in the hydro field. Com- 
ments to this effect were made last 
month by three pro-Federal power Sena- 
tors, one of them being Sen. Ernest 
Gruening of Alaska, who is promoting 
a gigantic hydropower dam on _ the 
Alaska’s Yukon River which would cre- 
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ate a lake as large as one of the Great 
Lakes. 

However, according to Vennard the 
facts are that Russia is placing less 
emphasis on hydropower and more on 
conventional thermal plants. Of Rus- 
sia’s 60 million kilowatts of new capacity 
planned by 1965, some 85 per cent is 
expected to be thermal and 15 per cent 
hydro, compared with the present ratio 
of 81 per cent thermal and 19 per cent 
hydro. Reason for the change in policy 
is that hydro plants are more expensive 
and take longer to build. 

Experience in the U. S. is similar. 
While great improvements have been 
made in the efficiency of thermal sta- 
tions, the increase in efficiency of hydro 
stations has been slight by comparison 
in the last 25 years. Some years ago 
hydropower was in most cases cheaper 
than steam; the average is true today. 
Moreover, the remaining hydro sites in 
the U. S. are far from load centers, 
necessitating a high investment in trans- 
mission facilities. 

Vennard presented the following table 
showing estimated energy resources of 
the two countries: 


U.S.S.R. 


Coal reserves, billion 
short tons, (National 
Coal Association) 1,763 

Crude petroleum re- 
serves, billion bbl. 
(“World Oil,” Aug. 

) eee 

Proven gas _ reserves, 
trillion CF (Ameri- 
can Gas Association; 
“World Oil,” August 
15,1959) 

Potential water power, 
mean flow, million 
horsepower (U. S. 
Geological Survey Cir- 
cular No. 367, U. S. 
Dept. of Interior). 375 


1,895 


24 30.5 


706 254 


116 


Congress Studies Energy 


U. S. energy resources and markets 


were the subject of hearings held during 
October by the Automation and Energy 
Resources Subcommittee of the Joint 
Economic Committee. More hearings 
may be held in January or February of 
next year. 

In his opening statement, subcommit- 
tee chairman Rep. Wright Patman of 
Texas stated: 


“Our concern is primarily with the 
possibility of shortages and bottle- 
necks in our resource base and of the 
risk that energy technology may not 
keep pace with growth . . . the study 
will concentrate upon technology and 
broad economic considerations. 

“Among the things which we recog- 
nige as of utmost practical and politi- 
cal importance, but which we must 
pass over if we are to achieve our 
purpose this week are such things 
as: the issue of public versus private 
development of resources; the proprie- 
ty and terms of import restrictions at 
this time; cartelization; the merits of 
the tax provisions respecting deple- 
tion allowances and discovery costs; 
the propaganda value of subsidizing 
development of the peaceful use of 
the atom; the related or incidental 
benefits of multi-purpose hydro-elec- 
tric installation ... In any case there 
are and will be other forums — per- 
haps future hearings of this subcom- 
mittee — for the discussion of these 
issues. 

“Tf we can be assured, first, that a 
shortage of energy itself is not going 
to dampen our rate of growth, and, 
second, that technology in the field of 
discovery, exploitation, and distribu- 
tion of energy will continue with 
vigor as it has in the recent past, we 
can then concentrate better on the 
other problems.” 


Startling New Projections 


Among the most interesting projec- 
tions presented to the subcommittee were 
those of Resources for the Future, Inc., 
a non-profit research organization set 
up in 1952 with the aid of the Ford 
Foundation. The projections, drawn 
from a major research project to be 
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published next year,” were in a number 
of instances different sometimes 
sharply different — from projections 
previously advanced by others. 

The most important basic conclusion 
of Resources for the Future is that all 
conventional energy sources should con- 
tinue to be available in the U. S., at 
least through 1975, “at no appreciably 
higher constant dollar cost.” 

It is the contention of this organiza- 
tion that other estimates — sometimes 
pessimistic — of the recoverable re- 
serves of oil, gas and coal have not 
taken into consideration technological 
advances in methods of recovery and 
utilization which can reasonably be ex- 
pected to occur. For example, where con- 
ventional estimates have been that from 
80 billion to 190 billion barrels of oil 
remain in the ground in this country, 
Resources for the Future sees the po- 
tential availability as 500 billion barrels. 

An executive of the research organiza- 
tion stated: “I am not suggesting this 
is the total of what will actually be 
found and produced in the future. But 
this is the indicated order of the re- 
sources against which future technology 
can be applied. The important gain is 
the perspective this puts on prospects 
for the medium-term future, say, to 
1975. The ultimate reserve estimates 
(that is, other estimates) “have engen- 
dered the widespread belief that the 
peak producing capacity of the domestic 
oil industry will be reached before 1975, 
or even within the next five years, be- 
cause of the comparatively small mag- 
nitude of the quantity of oil remaining 
to be discovered. This belief has been 
reinforced by statistics showing that the 
‘drilling return’ (the quantity of oil 
added to proved reserves for each foot 
of drilling by the industry) is declining 
sharply .. . 


“There is no a@ priori basis for 
ascribing the currently increasing dif- 
ficulty of discovery to a deteriorating 
resource position . . . It is therefore 
concluded that the domestic oil indus- 
try could meet the projected demand 
level in 1975 .. .” 


For natural gas, Resources for the 
Future estimates total future natural 
gas supply at 1,200 trillion cubic feet 
— the same as the highest previous 
estimate — but “with the feeling that it 
may well be conservative.” Again, no 
problems of supply without increase in 
constant dollar costs is seen. 

For coal, the research group esti- 


*To be published by the Johns Hopkins Press in 
1960, in a book entitled ““Energy in the American 
Economy, 1850-1975.”’ 
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ENERGY CONSUMPTION, 


Bituminous coal (million tons) 
Anthracite (million tons) 





Oil and NGL (million bbl) 


BY SOURCE, 1955 AND ESTIMATED 1975 





Natural gas (billion cu.ft.) 
Hydropower (billion kwh) 


Consumed as electricity (billion kwh) — 








Percent; 

change, 

1955* 1975 1955-197: 

ar Sebi 431 754 + 174.9 
aed at 20 14 — 30.0 
3,034 5,923 + 95.2 

pace 9,614 19,881 106.8 
TEs 120 265 +120.8 
sian 633 1,966 +210.6 


Source: Energy in the American Economy, 1850-1975 (forthcoming publication 
of Resources for the Future, Inc.). Preliminary figures. 





mates, “with due allowance for the large 
error inherent in the estimate,” that “at 
least” two trillion tons are available for 
exploitation through a variety of tech- 
nologically-advanced methods. 

In the case of hydroelectric power de- 
velopment, Resources for the Future ad- 
mits to extraordinary difficulties in de- 
termining the potential. However, based 
on reasonable technological advances, 
particularly the pumped-storage tech- 
nique and extra high voltage transmis- 
sion, they reach the conclusion that con- 
tinued development of the remaining 
hydropower resources of the U. S. 
should continue through 1975, at no ap- 
preciable increase in constant dollar 
costs. In this case, installed capacity by 
1975 would range from 60 million to 70 
million kilowatts. 


The report adds: 


“None of this should be construed, 
however, as meaning that hydropower 
is destined to become more important 
in the total energy picture. Relative 
to overall energy consumption, hydro- 
power will continue to be minor, al- 
lowing for significant regional dif- 
ferences.” 


With regard to nuclear power, Re- 
sources for the Future states: 


“If the conclusions are correct, the 
burden of atomic energy growth falls 
entirely on that industry, at least in 
the medium-term future. If other en- 
ergy costs do not rise, then atomic 
energy costs must close the present 
cost gap by coming down to conven- 
tional energy costs if this new power 
technique is to become an important 
element in the energy economy. Thus, 
atomic energy would appear to be 
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limited to a minor role in the period 
through 1975. 

“Much the same can be said with 
respect to oil shale. Shale oil appears 
to be already marginal, at least as a 
gasoline source, and a shale oil in- 
dustry should be in existence on a 
small scale before 1975. 


“The only area of potential signifi- 
eance for solar energy within total 
energy consumption in this period ap- 
pears to be saline water conversion 
..- In other solar energy applications, 
even allowance for large-scale use 
does not result in significant effects 
on the over-all energy pattern; either 
the application is severely restricted 
by climatic and other limitations 
(viz., solar house heating), or the 
quantity of energy involved in the 
specific application is very small 
(viz., the so-called solar battery).” 


Resources for the Future states the 
current composition of energy consump- 
tion today (1958) is as follows: oil and 
natural gas liquids, 45 per cent of the 
total; natural gas, 26.5 per cent; 
bituminous coal, 23.1 per cent; water 
(hydro) power, 4.2 per cent; and 
anthracite, 1.2 per cent. 


In its projections to 1975, the report 
expects that among the fuels, natural 
gas will have the largest increase, with 
the next highest for oil. Only antrracite 
is expected to decline, by about 30 per 
cent. The accompanying table shows the 
relationships. 


Explaining the omission of nuclear 
energy, the report states that “This is 
because uncertainties concerning the 
timing of economic atomic power are 
still very great.” 


A AA 


e Robert Cutler, chairman of Old Col- 
ony Trust Co., will become the United 
States executive director of Inter-Amer- 
ican Development Bank when it begins 
operations early next year, and wil! re- 
tire from his Old Colony post at ‘hat 
time. Mr. Cutler was special assistar: to 
President Eisenhower for national se-ur- 
ity affairs from 1953 to 1958 and h. lds 
the Distinguished Service Medal for *“ili- 
tary service. 
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TRUST OPERATIONS and ADMINISTRATION ... . 


ERIOUS IMPLICATIONS FOR TRUSTEES 
S who have power to pay over prin- 
cipal to life beneficiaries are contained 
in a case recently decided by the New 
York Court of Appeals.* 

Mrs. Buchanan, the grantor, was mar- 
ried to a British subject, thereby losing 
her American citizenship and becoming 
subject to British taxes. When her only 
daughter was five years old, she created 
the instant trust of certain of her Amer- 
ican assets with her mother and step- 
father as trustees. After the usual type 
of provisions for her own benefit, in- 
cluding a reserved power to amend or 
revoke the trust, she then made provi- 
sions for her daughter, including the 
following sentence: 

“3. When said Margaret Jane Eliza- 
beth Buchanan reaches the age of 
twenty-one years, if the said Grantor 
be then dead, then to pay over to said 
Margaret Jane Elizabeth Buchanan all 
of the net income annually during the 
rest of her life and so much of the 
principal sums of this trust from time 
to time as the Trustees may deem for 


the best interest of said Margaret 
Jane Elizabeth Buchanan.” 


Mrs. Buchanan died in 1940 when her 
daughter was still a minor and after the 
latter became of age the trustees paid 
all of the income over to her as di- 
rected. The daughter later married Mr. 
Paterson and has children who were 
represented in this proceeding by a 
special guardian. 

The income from the trust was about 
$35,000 a year but Mrs. Paterson was 
in the 9214% bracket for British income 
taxes so that she could only enjoy about 
$2,625 of this income. She and her hus- 
band had substantial other income but 
this was not a factor in the ultimate 
d--cision of this case. Under present Brit- 
is tax laws, which impose a death duty 
uon the termination of a life estate, this 
$°50,000 trust would have been subject 
tc a 65% tax, so that the remaindermen 


would have received about $245,000. 


Kemp v. Paterson, 6 N.Y. 2d 40, 159 N.E. 2d 661, 





: di; -sted in T&E, Oct. 1959, p. 1071. 
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GEORGE C. BARCLAY 
Contributing Editor 


These well-nigh impossible tax bur- 
dens could have been minimized or 
eliminated by turning the corpus over to 
Mrs. Paterson, who had in mind making 
other arrangements to safeguard herself 
and her children. Therefore, the present 
trustees (one of whom is Mrs. Pater- 
son’s step-grandfather, an original trus- 
tee who knew all the family facts) de- 
cided that it was in her best interest to 
turn over the entire principal to her. 
However, the amount being so substan- 
tial, the trustees felt they should obtain 
the protection of court approval. 


They did secure the approval of the 
lower court but the guardian appealed 
and the Appellate Division unanimously 
reversed. The court laid great stress on 
the fact that there was no power of in- 
vasion, stated in such terms; that the 
trustees were authorized to pay over the 
principal “from time to time” which the 
court said did not mean all at one time; 
and on their construction of the grant- 
or’s intent that principal should be paid 
over only for “such objects and pur- 
poses as, in the trustees’ judgment, 
would be beneficial to the cestui que 
trust.” Reading this quoted language in 
the full context of the opinion it is diffi- 
cult to figure out what objects and pur- 
poses the court had in mind if minimiz- 
ing taxes was not one of them. 


The prevailing opinion in the Court 
of Appeals, affirming the Appellate Divi- 
sion, was very brief and contained no 
citations. The majority of the court said: 


“There is here no express or im- 
plied authority to terminate the trust 
and, while there may conceivably be 
a situation where the trustees would 
be privileged to employ all of the prin- 
cipal for the daughter’s ‘best interest,’ 
the present is not such a case. Nor 
may the rights of the remainder in- 
terests be ignored or disregarded. In 
short, the power to use the principal 
of a trust may not be enlarged into 
a power to terminate it.” 


Three of the seven judges dissented in 
a long and well reasoned opinion in 


NEW PERIL IN PAYING OVER PRINCIPAL 





which they pointed out that action to 
minimize the income tax burden of the 
life beneficiary would certainly seem to 
her best interest and the probable elimi- 
nation of a 65% death duty would 
surely be of advantage to the remainder- 
men. They also stated that, in New York 
at least, a power to pay “from time to 
time” is not a restriction on payment of 
the whole but merely indicates that if 
a trustee pays over part of a trust he will 
not thereby lose the power to pay over 
other parts, or all, later on. 


If this case turned solely on the mat- 
ter of draftmanship it might not be of 
too much significance although attor- 
neys will certainly want to take a second 
look at the language they customarily 
insert in trusts. The real problem seems 
to be that, in addition to taking a nar- 
row view of the supposed intention of 
the grantor, the majority has indicated 
that it has some notion, not really ex- 
plained, that there are differences in the 
kinds of reasons which might make a 
payment of principal proper in one case 
and improper in another. The saving of 
taxes may not be a historical justifica- 
tion for terminating a trust, but in these 
days one of the most important things 
a trustee has to do, in a practical sense, 
is to watch the impact of taxes of all 
kinds on his beneficiaries. To say that 
minimizing taxes is not in the best in- 
terests of the people interested in the 
trust is to be completely unrealistic. 


The court said that the rights of the 
remaindermen could not be disregarded. 
The fact that Mrs. Paterson had planned 
to set up new trusts to protect both her- 
helf and her children may not be evi- 
dentiary and her intention doubtless 
would not be enforceable. Some other 
beneficiary in a like case might not be 
so highminded and might keep the en- 
tire corpus. But it seems to me that the 
trustees and not the courts are the ones 
to determine if the transaction is for the 
benefit of all the interested parties, and 
since in this case the trustees were con- 
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vinced that Mrs. Paterson would take 
steps to improve the position of her chil- 
dren, their judgment should have been 
allowed to control. After all, the grantor 
placed confidence in them and there was 
agreement in all three courts that they 
were acting in the utmost good faith. 
Attorneys in New York and other 
states where this strange line of reason- 
ing might be followed by the courts will 
be quick to make certain that powers to 
pay over principal are expressed in crys- 
tal clear words in future instruments, 
lest the court some day impose its own 
theory of what the testator or grantor 
intended. The difficult problem, how- 
ever, will arise with respect to existing 
instruments which are unamendable. I 
am afraid that attorneys will have to 
advise their trustee clients that the old 
rule that the courts will not interfere 
with the exercise of discretion in such 
cases, in the absence of fraud, has now 
been breached under the guise of con- 
struing an instrument. It seems uncon- 
scionable that this family must suffer 
serious financial losses just because a 
court now determines that the intention 
of the grantor, 25 years ago, was some- 
thing other than what the trustees, who 
were close to her, believe. It is true that 
intent is usually to be found within the 


language of the instrument, but to say 
that saving taxes does not come within 
the term “best interests” seems far 


fetched indeed. 


In this particular case there can be 
no further appeal, but trustees and at- 
torneys everywhere may well be warned 
by the knowledge that such a conclusion 
was reached in an important state court. 


STATEMENT OF PRINCIPLES 
OF TRUST DEPARTMENT 
MANAGEMENT 


The Committee on Relations with 
Supervisory Authorities of the Trust 
Division of the American Bankers Asso- 
ciation has recently announced a State- 
ment of Principles of Trust Department 
Management. This document was work- 
ed out in collaboration with certain of 
the supervisory authorities. The state- 
ment reads: 

The minimum requirements for sound 
banking practices in the operation of a 
Trust Department, and as safeguards for 
the protection of depositors, fiduciary 


beneficiaries, creditors, stockholders and 
the public, should include: 


(1) Operation of the Trust Department 
separate and apart from every other 
department of the bank, with trust 
assets separated from other assets 
owned by the bank and the assets of 








investors. 


operation with such clients. 


Investment 
Advisory Service 


BROWN BROTHERS HARRIMAN & Co. has served for many 
years as investment adviser to a substantial group of clients 
throughout the United States. 

Our staff includes specialists experienced in the invest- 
ment problems confronting trustees and other institutional 


We welcome inquiries regarding our program of co- 
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BROWN BROTHERS HARRIMAN & CO. 


PRIVATE BANKERS 
59 Wall Street, New York 5 


PHILADELPHIA 
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each trust account separated from 
the assets of every other trust ac- 
count; and 


Maintenance of a separate set of 
books and records for the Trust De- 
partment in sufficient detail to prop- 
erly show all Trust Department ac- 
tivities. 


(2) 


The board of directors should, by 
proper resolution included in its min- 
utes: 


(1) Designate an officer, qualified and 
competent, to be responsible for and 
administer the activities of the 
Trust Department, and define his 
duties; 

Name a Trust Committee consisting 
of at least three directors, at least 
one of whom shall not be an officer 
of -the bank, to be responsible for 
and supervise the activities of the 
Trust Department; 


The Trust Committee should: 


(a) Meet at least once every month; 

(b) Review the assets of each trust 
account at least once during 
each period of twelve months; 

(c) Approve all purchases, sales and 
changes of trust assets; 

(d) Approve the opening of all new 
trust accounts; 

(e) Approve the closing of trust ac- 

(f) 


(2) 


counts; 

Keep full minutes of its actions, 

including its actions on matters 

included in (a) through (e) 

above; 

(g) Make periodic reports to the 
board of its actions. 

Provide competent legal counsel to 

advise the Trust Officers and the 

Trust Committee on legal matters 

pertaining to the administration of 

the Trust Department; 

Provide for joint custody of trust 

assets under at least two or more 

officers and employees; 


Receive the report of the Trust Com- 
mittee and record its actions there- 
on in its minutes; 

Make or cause to be made an an- 
nual audit of the Trust Department 
at least once during each period of 
twelve months and, where possible 
and practical, provide for internal 
controls over the Trust Department; 
and 

Review the examination reports of 
the Trust Department by Super- 
visory Agencies and record its ac- 
tion thereon in its minutes. 


(3) 


(4) 


(5 


~~ 


(6) 


(7 


~ 


Nothing herein is intended to prohibit 
the board of directors from acting as 
the Trust Committee, from designating 
additional officers to administer the 
operations of the Trust Department and 
defining their duties, or from appointing 
additional committees for the Trust De- 
partment operation and defining the 
duties of such committees. 


A statement of this kind was long 
overdue. The management of banks with 
trust department have been lacking 4 
guide to what is the minimum type of 
organization and activity necessary 10 
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assure conformance with the highest 
standards of trust administration. 

The statement, of course, will not 
apply to all banks and for this reason 
the last sentence was included. For ex- 
ample, the term “trust investment com- 
mittee” does not appear in the state- 
ment yet such a committee is required 
by Regulation F, though it need not 
have that name. The suggested trust 
committee could be the trust investment 
committee, or there could be a second 
committee with that name. Furthermore, 
in all banks some plan needs to be work- 
ed out to permit action between neeet- 
ings of the trust committee. Some banks 
have handled this by delegating tempo- 
rary authority to a group of officers, 
with ratification of their actions to be 
made by the trust committee. 

One of the most important paragraphs 
of the statement is that dealing with 
audits. They are a “must” for all trust 
departments and their cost should be 
considered like an insurance premium, 
giving protection against the possibility, 
however slight, of a substantially greater 
future loss. 

Copies of this statement can be ob- 
tained from the Trust Division office, 
12 East 36th St., New York. 


UNAUTHORIZED PRACTICE 
COMMITTEE RULES ON 
ESTATE PLANNING 


An opinion has recently been ren- 
dered by the Committee on Unauthor- 
ized Practice of the Law of the Amer- 
ican Bar Association on those aspects of 
estate planning that may involve the 
practice of law. There is little in the 
opinion to which trustmen can take ex- 
ception although some may feel that the 
committee has given a rather narrow 
definition of what are non-legal services 
in this field. The committee recognizes 
that “there are certain lay activities 
which are legitimate aspects of estate 
planning and which do not involve legal 
work, but which are in the nature of an 
analysis of the facts and assets of an 
estate in relation to economic needs, and 
may extend to giving general informa- 
tion as to laws affecting the disposition 
of estates, though without any specific 
application thereof to a particular estate 
or individual situation. These activities 
may be properly performed by persons 
who are not lawyers.” However, as the 
Opinion points out, the subject is a 
“gray” one, not possible of separation 
into black and white compartments. 

The opinion was evidently stimulated 
by the decision early in 1958 in the case 
of Chicago Bar Association v. Financial 
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Planning, Inc. The rationale of this-case 
is discussed and a list of the various 
acts the defendant was enjoined from 
performing is given. It is hard to quarrel 
with the decision itself. Where a corpo- 
ration is set up solely to engage in estate 
planning, it is difficult to see how it can 
avoid running afoul of the prohibition 
against practicing law, since legal conse- 
quences are so much woven into the 
subject. 


Nevertheless, there has been so much 
debate in recent months over the re- 
spective functions of the four estate 
planning partners, the lawyer, the trust 
officer, the insurance agent and the ac- 
countant, that an official expression of 
views on behalf of the first of these is 
highly desirable. It is therefore encour- 
aging and significant to note that in its 
final paragraph the opinion urges that 
any disputes in this field be solved in 
accordance with the various Statements 
of Principles formulated in past years. 
The paragraph reads: 


“The activities of lay groups de- 
scribed above should conform to the 
standards of propriety set forth in 
the several Statements of Principles 
developed through the conference 
method between the American Bar 
Association and various business and 
professional groups. Moreover, be- 


cause of the shadowy borderline be- 
tween an analysis of facts and assets 
of an estate and the application of 
legal principles to them, it is clearly 
within the spirit of the several State- 
ments of Principles that the activities 
of these groups should be performed 
in close cooperation with the client’s 
own attorney. It is contemplated that 
any disputes which may arise with 
respect to the activities of such busi- 
ness and professional groups shall be 
governed by such Statements of Prin- 
ciples. The understandings reached in 
these Principles have served to en- 
courage the public to seek proper legal 
guidance, the lay groups not to trans- 
gress upon the spltere of activity 
properly reserved for. the legal pro- 
fession, and to bringjabout better un- 
derstanding and cooperation between 
these groups and the Bar.” 


This official statement from the Bar 
Association Committee is most hearten- 
ing. It does not say anything new but it 
does reiterate something that apparently 
needs to be said again and again. I am 
sure all trustmen will wholeheartedly 
subscribe to it and it is to be hoped that 
local bar associations will do the same. 
There is .no reason why lawyers and 
trustmen cannot live together on the 
most amicable terms, but if disagree- 
ments arise, the committee has again 
pointed out the only truly satisfactory 
way to their solution. 


The individual, his attorney 
and an experienced trust officer 4 
must work together to establish 
and operate a truly successful 


Estate 
planning 
takes 
three... 


estate plan. 

It is a complex job requiring 
seasoned professional skill with 
investments, taxes and trust i 
arrangements. For top-calibre 2 
help in drawing up a practica- 
ble estate plan to fit your long- 
range goals, you can count on 
the long experience of our offi- 
cers and the extensive facilities 
of our Trust Department. 
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Uses or SHorT TERM TRUSTS 


Income Tax Savings Presage Greater Growth 


ORVILLE A. ROHLF 


Orrick, Dahlquist, Herrington & Sutcliffe, San Francisco 


os THE ADOPTION OF THE 1954 IN- 
ternal Revenue Code, it is possible 
with reasonable certainty to transfer in- 
come-producing property to a trust so 
that the income will be taxed to the 
trust or to the income beneficiary and 
not to the grantor and still have the 
trust property revert to the grantor at 
the termination of the trust. If the 
grantor’s reversionary interest may not 
reasonably be expected to take effect in 
possession or enjoyment within ten 
years from the transfer, 

One of the exceptions to this ten-year 
rule is that if the income is irrevocably 
payable to a designated church, hospital, 
or educational institution for at least 
two years, the grantor will not be taxed 
on the income during such period. Sup- 
pose you created a trust with the income 
payable to such a charity for three years 
and then to the grantor’s son for four 
years and after these seven years the 
trust property is to revert to the grantor. 
The income would not be taxed to the 
grantor during the first three years it 
was paid to the charity; but during the 
next four years, while the income was 
paid to the son, the income would be 
taxed to the grantor because his rever- 
sion would take effect in less than ten 
years. If, however, the income was paid 
to his son for seven years instead of 
four years, after the three years to the 
charity, the grantor would not be taxed 
on the income during these additional 
seven years either, because his reversion 
would not take place in less than ten 
years. 

Suppose a trust is created with in- 
come to be paid to grantor’s son for 
twelve years and reversion to the 
grantor extends the term of the trust for 
an additional two years. Grantor is con- 
sidered to have made a new transfer in 
trust for five years (the three remaining 
years of the original trust term and the 
two additional years). However, grantor 
will not be treated as the owner of the 
trust property for the first three years 


Summary of address before 33rd Western Region- 
al Trust Conference, A.B.A., Oct. 15, 1959. 
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of the new term because he would not 
be so treated if the term had not been 
extended, but he will be treated as the 
owner and the income taxed to him for 
the additional two years. Conversely, 
a six-year trust does not become a ten- 
year nontaxable trust by extending it 
four years in the year following its orig- 
inal inception. There we would have an 
old trust for six years and an overlap- 
ping trust for nine years, neither of 
which would qualify. 

The provisions of the other sections 
of Subpart E of Subchapter J dealing 
with powers to control beneficial enjoy- 
ment, administrative powers, power to 
revoke, and income for the benefit of 
the grantor apply to all trusts whether 
or not the trust property reverts to the 
grantor. Thus, even though the reversion 
of the grantor will not take effect within 
ten years, we still have to comply with 
the requirements of these other sections 
in order to avoid the trust income being 
taxed to the grantor. 

We must also make sure that the pro- 
visions of local state law are complied 
with. One illustration is Section 2280 of 
the California Civil Code to the effect 
that all trusts are revocable unless ex- 
pressly made irrevocable by the instru- 
ment creating the trust. Thus, in a Cali- 
fornia trust if there is no provision ex- 
pressly making the trust irrevocable, the 
whole plan will fail because the trust 
will be revocable and the income will 
be taxed to the grantor under Section 
676. 

It is well to avoid as trustee both the 
grantor and any one who is a “related” 
or “subordinate” party, since such a 
party as defined in Section 672 is pre- 
sumed to be subservient to the grantor 
in the exercise or nonexercise of the 
powers conferred upon him. One of the 
safest ways of avoiding a lot of the 
problems that may arise, particularly 
where flexibility in the trust is desired, 
and preserving the income-tax-saving 
features of the trust, is to name a bank 
or trust company as trustee or at least 
as co-trustee. 


[The next portion of the paper was 
devoted to a review of the gift, estate 
and income tax consequences of short 
term reversionary trusts. ] 

When you think of a short term trust 
as the vehicle for a gift which is wholly 
deductible for income tax purposes, you 
are naturally interested in some of the 
ways in which a short term trust may 
be conveniently used. 

A. Charitable Trust to Offset Gift Tax 
on Remainder to Others. If the grantor 
created an irrevocable trust providing 
for the payment of the income to a desig- 
nated church, hospital, or educational 
institution for two years or more and 
then the property to revert to him, the 
grantor would not be taxed on the in- 
come going to the charity, but he would 
not be entitled to a deduction on his in- 
come tax return for a charitable con- 
tribution in the year the trust was cre- 
ated because he has a reversion worth 
more than 5 per cent of the value of 
the trust property. However, if the 
grantor were to give away the remainder 
interest, he would be entitled to take as 
an income tax deduction in the year 
the trust was created the amount of the 
commuted value of the income interest 
given to charity. This additional income 
tax saving would go a long way to take 
care of any gift tax he would incur, and 
in many cases would result in a net 
saving to the grantor. 

B. Reversionary Trust to Build Up 
Fund for Education, Child’s Marriage, 
Child’s Start in Business, Etc. Since the 
principal cannot revert to the grantor 
for at least ten years, it is well to set 
up the short term trusts for children at 
an early age, so that the reversion can 
take place shortly after the purpose has 
been accomplished. 

Suppose the grantor wants the income 
interest to be subject to the annual gift 
tax exclusion. One way of accomplis))ing 
this is to have the trustee pay the income 
currently to the child, rather than ac- 
cumulate it in the trust. However, the 
grantor may not want this, particu! tly 
if the child is quite young. In such 4 
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case you might have a savings account 
opened in the name of the child and 
provide in the trust agreement that the 
trustee shall pay the income to or for 
the benefit of the child or deposit it in 
any bank account which the child may 
maintain. This will permit the accumu- 
lation of the income outside of the trust 
and the safekeeping of the money by 
the parents, who presumably will have 
custody of the savings passbook. 

This type of trust may present a prac- 
tical problem if the father is not willing 
to have the accumulated income turned 
over to his child after the ten-year pe- 
riod. One way to handle this problem is 
to establish two trusts: a primary trust 
into which the trust property is con- 
tributed for a period of ten years or 
more, and a subsidiary or secondary 
trust to receive the income from the pri- 
mary trust for the ten-year period. At 
the end of the ten-year period the pri- 
mary trust would revert to the grantor. 
The secondary trust, having reecived ten 
years income from the primary trust, 
then continues for the time and upon 
the terms established in the secondary 
trust. 

C. Trusts for Support of Others. The 
short term trust is particularly adapted 
to taking care of aged persons because 
the trust can terminate and the trust 
property revert to the grantor upon the 
death of the income beneficiary. How- 
ever, where the grantor has the legal 
obligation to support the beneficiary, he 
would be taxed on the income of the 
trust to the extent the income was ap- 
plied or distributed, but not if the trust 
merely gave the trustee discretion to 
apply or distribute it for this purpose 
and it was not so applied or distributed. 
Questions as to whether the legal obliga- 
tion to support exists and, if so, how 
far it extends, are decided upon local 
law and are important considerations 
in determining whether to use this trust 
vehicle. 

Even though the grantor may not 
have the obligation to support, you have 
to be careful you are not creating a tax 
problem for the parent of a minor child 
or a person with dependent parents, 
where income of the trust is used for the 
support of such minor child or depend- 
en! parents. Under Section 678, if a per- 
son other than the grantor has a power 
to apply income to the support of his 


}owa dependents, the income will be 


taxed to him, unless he has such power 


1 4s trustee, and then it will be taxed to 
} hin to the extent it is so applied. 


). Trust to Build Retirement Fund as 





the benefit of the grantor’s wife can ac- 
cumulate income at low income tax rates 
to be paid to her at about the time of the 
grantor’s retirement. Over a fifteen-year 
period the trust can build up a fund for 
the wife and then return the trust corpus 
to the husband. 

E. Insurance and Short Term Trusts. 
Insurance can be utilized in connection 
with a short term trust in many situa- 
tions so long as the insurance is not on 
the life of the grantor. Instead of having 
the income accumulated in the trust or 
paid out to the child, you could provide 
that the trustee use the income to pay 
the premiums on an endowment policy 
or other type of insurance on the life of 
the child so that at the end of the trust 
the endowment policy would mature and 
the proceeds be paid to the child, or if 
an ordinary life policy, the child could 
continue to pay the premiums and have 
the advantage of the low premium rate. 

Suppose grantor’s son has everything 
tied up in his business just getting start- 
ed, but his prospects are bright. Grantor 
wants to protect his son’s family in case 
of the son’s death before he really gets 
under way. Grantor sets up a ten-year 
reversionary trust to finance the premi- 
ums on insurance on his son’s life for 
the benefit of his son’s family. At the 





end of the ten years, the corpus will 
return to the grantor, and the son will 
then be in a position to carry on the 
premium payments and the son’s family 
will have protection in the meantime. 

One of the novel uses of the short 
term trust is to insure the benefit of the 
marital deduction to the children in the 
event the wife dies first. The husband 
sets up a ten-year trust to finance a ten- 
pay life policy on his wife, in the 
amount of the estimated tax increase 
without the deduction. Or you could 
have the income paid to the children so 
they could finance policies on their 
mother’s life. 

Although up to now the use of short 
term trusts has not been very wide- 
spread, particularly in the West, they 
seem to offer so much in the way of 
possible income-tax-saving benefits that 
it probably is safe to say that they will 
be used more in the future. 


A AA 


e Edward C. Edens, Jr., vice president 
and trust officer, Bank of the Southwest, 
Houston, participated in the Advanced 
Underwriting Seminar conducted by the 
Lincoln Liberty Life Insurance Co. on 
October 29. The subject of his talk was 
“Estate Creation, Preservation and Dis- 
tribution.” 
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Among the ways 
we Can serve you 


DISTRIBUTION 


Public or private placement of large blocks of securities. 


APPRAISAL 


Evaluation of holdings in closely held corporations 
whose securities do not enjoy an active market. 


If you are facing either of these problems 
you are cordially invited to call or write 


WHITE, WELD & Co. 


Members New York Stock Exchange and other 
principal stock and commodity exchanges 


20 BROAD STREET -: 


NEW YORK 5, N. Y. 

















A Critical Look At 


Your Will File 


ARTHUR S. CARRUTHERS 


Vice President, California Bank, Los Angeles 


HERE IS A SURPRISING UNIFORMITY 
+S. most of our methods of operation, 
administrative procedures, departmental 
organization, and basic policies, large or 
small department, unit bank or branch 
system, serving a large city or smaller 
community. These similarities even cross 
state lines with few basic differences. 

This harmony of ideas goes out the 
window when trust new business men 
get together. Objectives and case tech- 
niques are fairly uniform; but in the 
areas of organization, emphasis, meth- 
ods, prospecting, reporting, supervision, 
and even in giving credit for leads, there 
is the greatest variety of convictions. 
Most will argue until dawn that their 
particular methods and organization are 
the one right way. They are probably 
right — for their bank, their commun- 
ity, their competition, and the habits 
and customs of their potential market. 
In some states,* limitations have been 
imposed by law curtailing the advertis- 
ing and active solicitation of some forms 
of trust services. As one who earns his 
living in trust business development, I 
sadly report that in those states which 
forbid advertising and direct solicitation 
trust new business is doing just fine. The 
point is that there is no rule book of 
methods and organization for trust new 
business. 

Some exploration of the why of the 
dissimilarities is needed to better under- 
stand the variations between your will 
file and the ones I will discuss. 


1. The starting point in appraisal 
of any trust new business program 
is found in the attitude of top man- 
agement towards its trust operation. 
Lacking full and enthusiastic support 
by the directors and chief executive 
officers of your bank, you cannot have 
an aggressive and productive business 
development effort, nor keep the qual- 
ity of men needed. 

2. Customs and competition in an 
area will have a major influence on 
how we go about our development job. 

3. Whether or not your institution 

From address before 33rd Western Regional Trust 


Conference, A.B.A., Oct. 16, 1959. 
*E.g. New Hampshire. 
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operates branch offices will have much 
to do with the design of new business 
organization. 

4. Location of the trust depart- 
ment in relation to the center of 
business population and proximity to 
the path of normal daily movement 
between home and work will help de- 
termine how and where you meet 
trust prospects. 

5. Size of community has much to 
do with your plan of operation. In 
smaller, well centralized cities, most 
of the interviews and planning take 
place within the offices of the trust 
department. As size and area increase, 
a transition to more and more con- 
tacts outside of the head office re- 
sults. 

6. Rapid population growth cre- 
ates a new sales problem not so evi- 
dent in more stable communities — 
that of knowing your trust market. 


Varied Conditions for Contact 


There is no better example of dy- 
namic growth and the complexities it 
creates for trust sales than will be found 
in the Los Angeles metropolitan area. 
With a present population estimated at 
6,300,000 there is a daily increase of 
600 persons. This includes between 100 
and 150 older people of some financial 
substance planning to spend their retire- 
ment in the two-county area. 

They will live in any one of more 
than 100 communities and start by pur- 
chasing a modest home. They make no 
splurge, join no clubs, have no business 
or attorney connections when they ar- 
rive. Insurance men are not interested 
in them. There are few places in this 
world in which the “have nots” and the 
“haves” look so much alike. 

When you find these new Califor- 
nians, you have a prime market for your 
services; but they are not going to look 
for us — it is our job to locate them. 
Probably less than 10 per cent of the 
working population of the metropolitan 
area ever comes “downtown” for em- 
ployment, shopping or recreation. Sell- 
ing trust services in nearly all but the 
largest cases must take place in the com- 
munity of residence or employment. By 
contrast, a more average example would 


be found in cities that have a well de- 
fined central business and financial area 
to which a large portion of the working 
population moves each day. Absence of 
branches further concentrates the activ- 
ity to a single point. Chicago is an ex- 
cellent example of another very large 
trust market but entirely different in new 
business organization and methods from 
those used in Los Angeles. 


In spite of our many variations we all 
have one major similarity as the prod- 
uct of our work — our file of wills. This 
is our warehouse of raw materials to 
sustain future production and anticipa- 
ted profits. We have a big investment in 
this stockpile, but most of us have little 
idea of the current value of our inven- 
tory. 


Composite Will-File Study 


Forecast budgeting of production in 
relation to sales is a must in most busi- 
nesses, and we do a certain amount of 
it in trust department operation; but 
predicting the number and value of new 
executorships for a twelve-month period 
ahead is more an optimistic guessing 
than calculated probability. However, 
my belief is that there is or can be in 
the record of wills on file sufficient in- 
formation to help predict, with some 
accuracy, the number and value of will 
appointments that may be expected to 
mature in a year. Assembling the in- 
formation required as a base for your 
predictions will reveal some by-product 
facts that may be of real significance in 
pointing out weaknesses in new business 
policies and procedures. 

Analysis of a will file involves con- 
siderable time and tiresome work — | 
am not suggesting a look at every will 
on file — I have never known any one 
who has not given up in dismay before 
finishing the first letter of the alphabet. 
My concern is about that substantial 
number of wills withdrawn from our 
files for a variety of reasons. 


Composite figures of more than one 
institution in such a study as this has 
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the advantage of producing realistic 
averages and avoids some of the distor- 
tions from remote exceptions. To do this, 
] had complete cooperation of the trust 
departments of the Bank of America 
and Security First National Bank in Los 
Angeles. In not all cases did we have 
comparable information but most of the 
figures following are averages of the ex- 
perience of our three banks. The uni- 
formity of the experience is remarkable. 

The trust market and will file activity 
in metropolitan Los Angeles is not typi- 
cal of any other community, and we 
offer this information not as any stand- 
ard of excellence but to demonstrate that 
the information acquired from a study 
of your own will file can help accom- 
plish three desirable objectives: 


1. Reduce losses of potential ap- 
pointments by knowing their causes. 
This can also cut acquisition costs 
per dollar of new business that finally 
reaches the trust asset ledger. 

2. Provide a basis of projecting 
probable executor appointments for 
budgeting personnel, equipment, space, 
and earnings. 

3. Furnish a guide for placing new 
business emphasis. 


Realizing that an elaborate analysis of 
a large will file would be prohibitive in 
cost and of doubtful practical worth, we 
used a minimum of easily available fig- 
ures: 


1. What is happening to the sub- 
stantial number of wills that are with- 
drawn from our file each year for all 
purposes? How many represent lost 
appointments about which we could 
and should be doing something? 

2. What depletion in potential busi- 
ness is resulting from aging of wills? 

3. How reliable are our values re- 
ported at the time of acquisition, com- 
pared to actual estate values at time 
of probate? 


Why Wills Are Withdrawn 


For every thousand wills in your will 
file, you may expect 28 to be withdrawn 
for a variety of reasons during the next 
year. Expressed in percentages of total 
wills taken out, the following classifica- 
tions cover all but a few of the reasons 
for removal. 


A. 31% for revision or examina- 
tion. A little more than half of these 
will be replaced. There is a strong 
indication that many of these are 
permanent withdrawals, and that that 
is testator’s intention. As most of 
these requests in our area are by mail, 
it is usually difficult to inquire as to 
the true purpose, If the real intention 
were known in every case, this classi- 
fication of withdrawals would prob- 





ably be nearer 15 per cent than 31 
per cent. 
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Many of these wills relate to small 
estates, alternate appointments, or for 
other reasons may not be desirable 
business, and we generally cannot af- 
ford to pursue them, In case of larger 
and more desirable wills, we have a 
follow-up job if we hope to save most 
of these appointments. There is a 
good chance that some reselling is 
needed promptly. There is no substi- 
tute for a personal interview with 
the testator at the time the will is 
removed or very soon thereafter. With 
or without the personal contact, a 
series of carefully worded follow-up 
letters are recommended if the re- 
vised will is not deposited within 30 
days. 

B. 11% classified as permanent 
withdrawals. The reasons are usually 
that the testator is moving to another 
state or city, the estate is exhausted, 
plans have been changed, our bank 
would not make a loan, a friend ad- 
vises that the bank’s charges are very 
high and that a corporate executor is 
not needed anyway, the son is now 21 
and knows everything, and so on. 

Some of these will be wills you 
never wanted anyway, and in other 
cases the facts justify permanent re- 
moval, but don’t arbitrarily give up 
on the good ones until you have ex- 
plored the reason for withdrawal. 
Many good appointments have been 
saved when it has been discovered 
that the real reasons for removal are 
the result of misunderstandings, false 
suspicions, or poor advice. 

C. 58% withdrawn due to death of 
the testator. At the time of filing, all 
of these wills nominated us as direct 
or alternate executor. It seems reason- 
able to expect that we will be ap- 
pointed under a large majority of 
them. If you believe this, you are in 
for a rude awakening. 


It should be observed that some prob- 
lems peculiar to our area are partially 
responsible for a less favorable showing 
in the retention of will appointments 
than would be true of more compact 
communities. 


To visualize this comparison more 
easily, we have used averages applying 
to 100 matured wills in a 12-month 
period, covering a total value* of $12,- 


691,000. 


Age of 
Aver. Will 
Appointment Number Value (Yrs.) 
Alternate 
Executor __.. 18 $ 86,000 10% 
Later Wills ___. 27 118,000 12 
All Joint 
Tenancy ___..- 8 26,000 6% 
No Probate 
Eetate 6 80,000 11% 
Declined for 
Reason* ___.... 8 30,000 10 
Direct Ap- 
pointments* _. 33 213,000 3% 


100 $126,910 


*Average values based on inventory at probate; 
other values on estimates at time will was filed. 


Simply stated, we were appointed in 
one-third of the wills which matured but 
which represented 551% per cent of the 
estimated value of all matured wills. It 
should also be noted that the wills under 
which we were appointed averaged less 
than 4 years of age. In most cases there 
had been prior wills on file which also 
named us. Often the customer relation- 
ship dated back many years. 


A Plan to Reduce Loss 


The number and value of appoint- 
ments lost to later wills is the most dis- 
turbing revelation of this study. Very 
few trust departments pursue a system- 
atic plan for review of wills at set inter- 
vals. Most of us admit that such reviews 
are important but plead lack of man- 
power for this work. Both statements are 
true in most cases, and my opinion is 
that a thorough review usually takes 
more time than the original acquisition. 
A systematic plan for will reviews in- 
volves a number of problems and haz- 
ards that must be anticipated, such as: 


e The average Los Angeles resident 
changes his residence every 3% 
years, 


e Some wills are executed without the 
knowledge of the other spouse. 


e Instructions to send no communica- 
tions are not infrequent. 


WILL PAY CASH 
FOR YOUR GOLD COINS 








we will pay the following prices... 























$20 GOLD $36.50 each 
$10 GOLD __. $18.00 each 
$ 5 GOLD $ 9.00 each 
$ 3 GOLD $25.00 each 
$ 2.50 GOLD $ 6.00 each 
$ 1 GOLD $ 7.50 each 
We are also seeking the following: 
$50 GOLD $400.00 each 
$ 4 GOLD $500.00 each 





PROMPT REMITTANCE GUARANTEED 


no mounted or mutilated coins 
send coins direct to... 





123 West 57th Street, New York 19, MN. Y. 
JUdson 2-2580 
One of America’s Oldest and Largest 
Coin Dealers 
Coin Appraisals for Banks, Estates, 
Insurance Companies 
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e The same attorney may not still 
represent the testator. 


e Change in testator’s marital status 
can be the “booby trap” that your 
communication sets off. 


There are four things that most of us 
could do to reduce this loss to later wills. 


1. Don’t be so ambitious as to in- 
clude all wills for review. Select, at 
the time of acceptance, the larger and 
more desirable wills for periodic re- 
view. 

2. Obtain from the testator, at the 
time of depositing his will, a simple 
statement over his signature as to his 
wish for a periodic reminder, includ- 
ing instructions as to whom and 
where it is to be sent. 

3. In our experience nearly 70 per 
cent of wills that have been lost to 
later wills have been cases in which 
we held copies, not originals. The 
conclusion is that greater sales effort 
directed to the filing of originals will 
reduce the amount of dead wood. 

4. If you are not now giving new 
business credit to your new business 
and contact men for revisions of over- 
aged wills, it is worth considering. 


Loss of appointments due to alternate 
nominations disturbs me much less than 
later wills. A majority of such wills are 
not the result of solicitation and have 
little acquisition cost, and further, in 
many modest estates much of the prop- 
erty is in joint tenancy with little or 
no probate estate. 

Our experience with alternate nomi- 
nations has given us a very dim view of 
their value and we give no new business 
credit for them even if both husband 
and wife name us under reciprocal pro- 
visions. Generalizing about alternates, 
we cannot overlook the fact that some 
of them need a corporate executor or 
co-executor and we should, in each such 
case, explain the need and advantages. 
As to the misuse of joint tenancy and 
its effects on estate plans and _ taxes, 
enough to say that much public educa- 
tion is needed, and part of the job 
belongs to us. 
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WANT SOMEONE LOCATED? 





HEIRS . . WITNESSES TO WILLS . . STOCKHOLDERS 


YY MAMMA LALA AAA MAAMNAMA MA hhh ldla LY 
MMM 


Attrition in 


the Will File 


We are all aware that the probability 
of our appointment as executor dimin- 
ishes as wills age though the extent of 
obsolescence is difficult to determine. 
One long-established trust department 
has kept accurate records for the last 
11 years. The consistency of each year’s 
performance with the average has been 
surprisingly uniform. 

The percentages that follow represent 
the fraction of all wills withdrawn from 
the file by reason of death of the testa- 
tor. (This includes alternates, no pro- 
bate estate, appointments declined, later 
wills, etc.) 


Probability 

of Bank’s 
Age of Will (Yrs. ) Appointment 
mea en a 40% 
Over 1, less than 2 __. 35% 
Over 2, less than 3 _. 28% 
Over 3, less than 4 25 % 
Over 4, less than 5 _ 25% 
Over 5, less than 6 28% 
Over 6, less than 11 ___. 20% 
Gver 11 yeare 17% 

Another method of demonstrating 


this depletion is to break down actual 
appointments during a year. Following 
is our actual experience during 1958: 
































% of Total 

Age of Will (Yrs.) Wills Probated 

Under % _. BS. 8% 

a — 18% 
1ltoe 2 20% 
2to 3 18% 

3 to 4 6% 
4to 5 10% 
5 to 6 12% 
6to 9 4% 
9 to 15 2% 
15 to 20 2% 
Over 20 0 





Note that 64% of our appointments 
came from wills under 3 years of age: 
The point seems clear that it is not the 
size of the inventory that counts as 
much as the freshness of the merchan- 
dise. 






Probate Compared to Acquisition 
Values 


Another source of curiosity to me is 
the relationship of the values we report 
at the time of filing a new will to the 
actual probate value. We know the an- 
swer in isolated cases — particularly 
when we did some bad guessing — but 
my interest is in averages of all wills 
over a period. Here are some findings 
covering all wills probated in one trust 
department during four years: 


A. Reported value and probate value 
about equal — 8%. 

B. Reported value greater than pro- 
bate value — 32%. About three out of 
four wills in this group had a probate 
value less than $50,000. The average 
amount of overvaluation was about 20 
per cent. 


C. Reported at less than probate 
value — 60%. Average estate in this 
group was over $200,000, and average 
undervaluation was 26%. (The average 
for all estates administered during the 
four-year period showed an undervalua- 
tion of 11 per cent.) 


To attempt to draw conclusions from 
this small sample, taken in a market not 
typical of the average, would seem some- 
what useless. Rather accept this report 
as a demonstration of the use that can 
be made of facts that are available in 
your own trust department. The con- 
clusions you reach will clearly show the 
strength, as well as the weaknesses, in 
your own new business program. 


A AA 


e The Permanent Charity Fund, for 
which Boston Safe Deposit & Trust Co. 
is trustee, has reported gifts and be- 
quests amounting to $354,489 during the 
fiscal year ended June 30, 1959. This 
brought book value to more than $13.7 
million. Market value of this fund and 
some $3,000,000 in other funds from 
which the committee distributes income, 
totaled almost $27.8 million. 
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How TO OPERATE A BUSINESS 


Profitable Policies for Corporate Executors and Trustees 


F. M. SMITH 


Vice President & Trust Officer, Bank of America N. T. & S. A., Los Angeles 


BASIC POLICY STATEMENT CON- 
A tained in the A.B.A. Trust Divi- 
sion’s Handbook on Handling Busi- 
nesses in Trust deserves special empha- 


s1S: 


“It should be distinctly understood 
that a controlling interest in a closely 
held business on either a permanent 
or temporary basis does not mean 
that the bank is expected actually to 
run the business. The role of the bank 
in most instances is to make sure 
that adequate management is retained 
and that the operation of the business 
is properly supervised for the benefit 
of the deceased owner’s estate.” 


Logically, a trust company should be 
more effective than an individual in su- 
pervising the running of a_ business, 
since it has broad contacts and facilities 
at its command. If the policy is to 
handle appointments involving _ busi- 
nesses, we should not reject the appoint- 
ment because it is a difficult one, al- 
though we might reserve the right to do 
so if the situation looks unfavorable for 
some other reason. Although rules of 
thumb should never be substituted for 
sound judgment, there may be off-set- 
ting circumstances to assist you in de- 
ciding whether or not to accept the ap- 
pointment. At first it may appear that 
the problems are great but there might 
be readily available solutions as in the 
following examples: 

1. A business with a dubious record 
of success. If you have the power to sell 
or retain at your discretion, this should 
not be objectionable. After a period of 
operating it, the business may become 
healthy under your management and su- 
pervision. If this is found not to be 
the case, you will be in a position to 
liquidate or sell the company. 

2. A business that is the sole asset of 
an estate. This will not necessarily pre- 
clude you from accepting, in view of the 
stock redemption features of the In- 
ternal Revenue Code. The estate may 
lack cash, but the company may have 
ample funds with which to redeem stock 
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for the purpose of paying estate taxes 
and expenses of administration. 

3. The death of an owner who domi- 
nated the business or the fact that prin- 
cipal executives are close to retirement. 
These problems may be solved by find- 
ing someone in the company who caa 
rise to the occasion. Or outside talent 
may be employed to run the company. 
There may also be a son or some other 
relative who might be brought in for 
this purpose. 

There are also circumstances that may 
make you decide not to accept the ap- 
pointment: 

1. Your appointment may be sought 
because of the influence or respectability 
the bank would bring to the operation 
of the business. In most of these cases 
you should decline to act. 

2. The management may have been 
dominated by a decedent who sought to 
extend himself beyond the grave by plac- 
ing restrictions on the fiduciary by his 
will. You may find that the powers given 
the trustee preclude sale or give confin- 
ing instructions as to the management 
of the company, with the result that the 
only relief possible is to seek instruc- 
tions from the court. In this connection, 
you may run into opposition from the 
beneficiaries and become involved in 
costly litigation. 

3. There may be a conflict of interest 
between the banking department and the 
trust department. Acceptance in this case 
will usually depend upon whether or not 
loans to the company are in jeopardy. 
The bank’s interest as trustee may be 
diametrically opposed to its interest as 
a creditor. 

The deciding factor in acceptance 
might be whether the estate goes out- 
right or in trust. The attitude of the 
heirs or distributees as to retention or 
sale can usually be determined. The 
premises where the business was con- 
ducted should be inspected and financial 
information should be studied. On the 
basis of this preliminary examination, 
which should take very little time, the 
trust company can _ usually decide 


whether or not to accept the appoint- 
ment. 


Sell or Hold? 


After appointment, decision should be 
made as to whether to sell or continue 
the operation. Basic considerations in- 
clude the need and availability of cash, 
distributive provisions, attitude of the 
beneficiaries and of any co-fiduciary, 
and the connection or interest the bene- 
ficiaries have in the business. Important 
factors dictating sale include the inade- 
quacy of .cash and working capital, in- 
competent or strife-ridden management, 
or poor earnings history due to a diffi- 
cult competitive climate or an out-of- 
date product. 

Factors favorable to continued opera- 
tion of a business are fairly evident: 
Available continuing management, good 
earnings record and prospects, and ade- 
quate financial position. Another factor 
might be the fact that there are substan- 
tial other assets in the estate so that the 
question of adequate diversification is 
not a problem. In addition, the business 
may provide a large income which has 
been enjoyed by the decedent and his 
family. As a result, their standard of 
living may require a continuation of the 
greater yield possible from the business 
earnings. This is probably the most im- 
portant factor if it can be done without 
endangering the operation of the busi- 
ness. This is sometimes possible even 
when dividends or drawings are not 
available, through employment income 
for family members. 


Initial Steps in Operation 


Whether the business is in the form 
of a sole proprietorship or corporation, 
certain immediate steps should be taken 
to protect the business. and the estate 
and to familiarize yourself with the oper- 
ation. 

The question of inventory control 
should have immediate attention, since 
this has a direct effect on cash flow. The 
rate of inventory turnover should be 
compared with averages in the industry, 
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not only to determine the effectiveness of 
sales, but also to see if the inventory is 
too heavy. Obsolescence may exist in 
the inventory and it may sometimes be 
possible to prevail upon suppliers to 
take back out-of-date items or sell them 
for you. An important consideration is 
the manner of pricing inventory for 
statement purposes and it is also vital 
that purchases be controlled and inven- 
tory kept in balance. 

The insurance carried by the com- 
pany should be carefully reviewed to 
make sure it is adequate, and steps to 
cover the trust company’s interest are 
taken. Sometimes it is desirable for the 
trustee to hold the policies and be re- 
sponsible for renewals. It is also im- 
portant to see that proper consideration 
is given to the bonding of employees. 

Not only should arrangements be 
made to receive financial statements 
currently, but statements for at least the 
last five years should be obtained for 
analysis and review. These will give you 
the opportunity to gain a fairly good 
knowledge of the background of the 
business and, in addition, you will need 
them for establishing the value of the 
company, for death tax purposes. 

If the business form is a corporation, 
your gospels are the articles of incorpo- 
ration and the by-laws. Here there are 
problems in the form of voting privi- 
leges, possible need to renew the charter, 
place and time of meetings of stockhold- 
ers and directors, necessity for directors’ 
holding qualifying shares, and other 
items. One of the first steps you may 
wish to take as the representative of the 
majority or sole stockholder is to ar- 
range to amend antiquated by-laws. You 
should also review the minutes of stock- 
holders’ and directors’ meetings and 
generally see that all of the books and 
records of the corporation are in order. 

Regardless of the size of the company, 
organization charts will be helpful for 
indicating lines of authority and man- 
agement responsibility. They will re- 
move uncertainties in the minds of com- 
pany officials and tend to improve 
morale generally. Depending on the type 
of business involved, work-flow charts 
may also be helpful. In order to dispel 
- fears in the minds of the employees, an 
early staff meeting should be held. It is 
probably best to have this meeting con- 
ducted by the management without re- 
presentation by the trust company, in 
order to create the least disturbance 
possible. The information given the em- 
ployees at this meeting may be reiterated 
and amplified through use of bulletins 
or inter-office memos if necessary. 
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Careful investigation in practically 
every business will bring to light certain 
matters that affected the operation of 
the business during the lifetime of the 
owner. It may be possible for something 
to be done by the executor or trustee 
about these things that could not be 
done by the decedent. 


Form of Organization 


You may then wish to consider 
whether or not to incorporate the busi- 
ness, if it is not already a corporation. 
While it is sometimes desirable to have 
the protection of the corporate veil, it 
may be more economical to continue 
the operation without incorporating. Not 
only is there the cost of incorporation 
to be considered, but also the impact of 
corporate income taxes. Dividends avail- 
able from the income of the corporation 
after taxes will be taxed again. On the 
other hand, the corporate form of own- 
ership is indicated for other reasons 
than a question of liability. Where an 
individual retires with a sole proprietor- 
ship in another state, problems of ancil- 
lary administration arise which may be 
solved by incorporation during probate, 
if legally possible, or after a testa- 
mentary trust is set up. Another com- 
pelling reason for incorporation arises 
when the interests in an estate are di- 
vided among several persons or entities. 
When a sole proprietorship is to be held 
in trust, you may not be able to create 
reserves for business purposes because 
you may have to pay out the income. If 
the business is incorporated, reserves 
may be set aside before paying divi- 
dends. 

What if the business is a partnership? 
In some states, the partnership may be 
continued on the death of a partner. 
You may also be offered a partnership 
interest for a living trust, in which case 
your acceptance may depend on whether 
it is a general or limited partnership 
interest. You may decide not to accept 
unless the asset offered is merely an as- 
signment of income from a partnership. 
Otherwise, the other assets of the trust 
may be vulnerable to the demands on 
the partnership. The question of incor- 
poration of a partnership may depend 
a great deal on the cooperation of the 
partners. There may be compelling rea- 
sons for incorporation other than the 
protection afforded by the corporate 
form. The survivor may not have the 
ability or his health and age may pre- 
clude his running the business. By in- 
corporation and representation on the 
board of directors, the fiduciary will be 
in closer touch with the operation of the 
business. The tax consequences of in- 


corporation should, of course, be giv n 
careful consideration. 


Representation on Board 


It is not always necessary that tue 
trust company be represented on the 
board of directors. The fiduciary can de 
kept informed by insisting on frequent 
financial information and effective com- 
munication of the actions taken by the 
management of the company. There also 
may be representation by a co-fiduciary, 
the attorney for the estate or trust, or a 
primary beneficiary who keeps the trust 
company informed. However, in most 
cases you will undoubtedly seek repre- 
sentation on the board directly. Our ex- 
perience has shown the wisdom of hay- 
ing a senior officer in the Trust De- 
partment serve in this capacity. By 
means of this policy we have developed 
officers experienced in these matters who 
understand corporate procedures and are 
qualified to contribute substantially to 
the affairs of the particular business we 
are managing. We have certain officers 
who are engaged in extensive farm 
operations which require specialized 
training and knowledge. Others are 
trained in other specialized fields, such 
as radio, television, oil, etc. 

We credit directors’ fees to the re- 
spective trust or estate and expect our 
compensation separately. The average 
director’s fee does not begin to com- 
pensate for the services and _ responsi- 
bilities assumed by the trustee. Some fi- 
duciaries include the directors’ fees as 
part of their compensation, while a very 
few others permit the officers serving as 
directors to retain the fees and expect 
full compensation in addition. 


Compensation 


Some institutions receive compensa- 
tion from the business itself. There is a 
great deal of merit to this practice, par- 
ticularly when the ownership of the busi- 
ness is divided. In effect, the fiduciary 
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is providing management advisory serv- 
ices for the benefit of all of the owners 
of the business and the cost should not 
be borne by the estate or trust alone. 
In addition, the business will quite often 
realize a greater tax benefit from the 
deduction than the trust account. The 
adoption of this practice, however, may 
depend on the laws of the particular 
state. We usually are paid entirely from 
the estate or trust directly. Another 
method of handling compensation is to 
have the fees paid part by the business 
and part by the trust. 

In some states, including California, 
compensation for services in operating a 
business is in the discretion of the court 
both when the fiduciary is acting as ex- 
ecutor or testamentary trustee. In the 
case of living trusts, the fee is fixed by 
agreement. In other states, fees are en- 
tirely by agreement in every type of 
appointment. The annual rate of com- 
pensation for this kind of asset should 
be in addition to the trustee’s usual 
charges applied to the management of 
stocks, bonds, real estate and mortgages. 
The compensation may be based on an 
hourly or per diem rate or upon a per- 
centage of asset value. 

Where the court determines the fee, 
it will consider favorably your estimate 
of the value of your services when all 
of the usual elements in determining 
compensation are present. These factors 
include responsibility, the complexity of 
the problem, the skill of the fiduciary 
and the results obtained. Trustors and 
beneficiaries who are kept aware of your 
efforts and enjoy the results of the suc- 
cessful operation of the business will 
readily approve substantial compensa- 
tion which is fair and reasonable. If 
the fees are paid directly by the busi- 
ness, this fact should be fully disclosed 
to the court when it is asked to consider 
the reasonableness of the over-all com- 
pensation for services rendered the trust 
or estate. 


Sale Procedure 


If the business is to be sold, either 
immediately or after operating it for 
some length of time, sales procedures 
and possibilities deserve some comment. 
While business brokers may provide val- 
uable leads to prospects, care should be 
exen not to shop the business. The rifle 
proach is preferable and you may find 
buyer among your own customers. 
> have found that it is best not to 
er the stock but to solicit offers, and 
nsider the proposals after receipt. 
ace you represent the greatest stake 
tthe business, it is your responsibility 
¢ negotiate the best deal possible which 
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may, incidentally, benefit the other 
stockholders, If you do not have all of 
the stock, consideration should be given 
to the payment of your fees for services 
in selling the business from the com- 
pany or, in fact, from all of the stock- 
holders instead of from the trust or 
estate. 

In our institution, we have a business 
advisory department that assists cor- 
porations in finding not only locations 
but also other related businesses to pur- 
chase or merge into their operation. 
Merger may be an excellent solution to 
the problem of selling the business. A 
tax free exchange of stock may be ar- 
ranged whereby you acquire for the 
trust a readily marketable security in- 
stead of a closely held situation. 

If sale seems necessary to raise funds 
for taxes and expenses of administra- 
tion, under special circumstances a por- 
tion of the stock may be redeemed by 
the company without running the risk 
of having the redemption proceeds 
treated as a distribution taxable as a 
dividend. If sale as a going business is 
not possible, individual assets may be 
sold and the company completely liqui- 
dated. This should not result in double 
taxation or ordinary income for tax 
purposes under present tax laws if the 
liquidation and sale of assets is handled 
in a timely and careful manner. 


Rewards 


For many years our bank has actively 
solicited and administered accounts con- 
taining businesses of all kinds. The re- 
sults are rewarding, not only because 
of the direct earnings received by the 
bank, but for many other reasons. Not 
the least of these is the feeling of satis- 
faction on the part of the fiduciary and 
the gratitude of the beneficiaries for a 
job “well done.” 

The collateral business obtained for 
the bank from these appointments is 
considerable. You will have most, if 
not all, of the commercial banking busi- 
ness of the company. It is also natural 
for pension or profit sharing plans, if 
adopted, to be trusteed with the same 
bank. Company officials are often prime 
prospects for banking and trust business, 
and the employees can avail themselves 
of deposit and personal loan facilities. 

When a trust company actively seeks 
this type of business and follows with 
strong and imaginative administration, 
it will earn profitable fees, grateful and 
satisfied customers, and collateral bank- 
ing business. In addition, it will find 
that it has taken a forward step in pro- 
viding the well-rounded service expected 
of all of us. 
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Tomorrow's [RUST OFFICERS 


Training Program to Combat Personnel Attrition 


JESSE E. WILSON 


Vice President, Crocker-Anglo National Bank, San Francisco 


CUSTOMER ESTABLISHES A TRUST 

because he believes in the reliability 
of the institution and the competence of 
the officers who will administer the 
trust. He can inquire into the reputation 
of the institution, and meet and judge 
its officers. On the other hand, he can- 
not determine the caliber of the officer 
that may be administering his trust 5, 
10, or 20 years from today. He must 
have faith that the trust department he 
selects will recognize its obligation to 
develop competent future management. 


At the risk of being unfair to some 
trust officers, I must say that my ex- 
amination to-date indicates that most 
have been so busy with today’s prob- 
lems that they have not given adequate 
attention to the problems of the future. 
They have not based so-called training 
programs upon a realistic study of fu- 
ture man-power needs nor truly designed 
them to develop the most capable young 
men available to their maximum effec- 
tiveness in the minimum time. Most 
training programs are little better than 
those of 10 to 20 years ago, yet training 
methods today are far better and the 
present employment market much more 
conducive to career training. 

The eleven replies received in a survey 
I conducted of leading trust depart- 
ments within this western region sup- 
port the conclusion that too little at- 
tention has been given to the obligation 
to insure a continuation of present com- 
petent management throughout the en- 
tire duration of every trust accepted. To 
do less would constitute a breach of 
faith with the trustor. 

So fundamental is this concept that its 
implications may not have been fully 
recognized. Trust officers have two basic 
obligations: 1. To prepare themselves 
to properly perform that phase of the 
trust function for which they accept 
responsibility; 2. To select and thoroug- 
ly train the persons to whom they must 
someday pass that responsibility. 


The problem is this: 
Summary of address before 33rd Western Region- 
al Trust Conference, A.B.A., Oct. 15, 1959. 
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1. On the present employment mar- 
ket, capable young men are at a 
premium, and trust work has not 
the glamour nor rapid advance- 
of missiles or electronics. 

2. Trust work requires a long and 
discouraging apprenticeship and 
future activity promises to be- 
come even more complex, needing 
even more training. 

3. The financial reward to the cap- 
able man who devotes his life to 
serving as a trust officer has not 
been adequate. 


Analyzing Future Needs 


My survey indicated these eleven 
banks anticipated an increase in their 
business in the next years that varied 
from 14 to 100%. The average response 
predicted over 67%! 

Unfortunately they must expect to face 
this increase in business without some 
of the officers they have today. In five 
years, 10% will be lost by retirement. 
The actual percentage by bank varies 
from 614 to 22%. 

Actuarial statistics show that these 
trust departments must anticipate a loss 
in the next five years through death or 
disability of another 5.7% (varying 
from a low of 314% to a high of 8%). 

The third great cause of loss, and 
actually the reason we lose most of our 
staff, is turnover. This is difficult to 
anticipate statistically. Obviously trust 
officers are not as apt to leave us as 
members of our clerical staff, but the 
hard facts are some do quit. We have 
used a very conservative loss formula 
for this turnover rate varying by age 
group from 8% per year for men in 
their twenties to 2% per year for men 
in their fifties. Even with this conserva- 
tive formula, our eleven trust depart- 
ments must expect to lose 17.6% of 
their officers in the next five years 
through the many reasons we lump to- 
gether as “turnover.” 

To summarize then, the officer losses 
to be anticipated from retirement, death 
and disability, and turnover will take 
approximately 35.4% of the present 
group of trust officers within the next 
five years. Additional officers must be 


developed not only to take care of 
anticipated growth but also as replace- 
ments for losses experience tells us we 
must expect to face. 

It is not that we don’t know that these 
truths are a part of our existence. The 
tragedy is we are not doing something 
about them. Actually the problem starts 
with our failure to accurately analyze 
our needs. To illustrate, one trust de- 
partment expects to enjoy twice its 
present business five years from today 
yet it must expect to lose more than 
half its present officers. That trust de- 
partment faces a critical future and yet 
has no training program. As a matter 
of fact, only three of the eleven trust 
departments replying to our survey had 
organized training programs! 


The Training Program 


Many sins have been committed in 
that name. Many so-called “training pro- 
grams” are in truth only means to at- 
tract young men and try to hold them. 
The young men are left largely to shuffle 
for themselves if they are to gain the 
knowledge they will need. 


Any training program worthy of the 
name must clearly define the knowledge 
that is to be acquired and establish a 
time schedule by which this knowledge 
should be learned. The time schedule 
should be specific. It should state that a 
trainee will be on this particular assign- 
ment for six weeks. At the end of six 
weeks, the man should know that he 
will be moved to another assignment. 
He should know that all the way through 
his training he must make the maximum 
use of the time allotted if he is to learn 
the material expected of each phase of 
training. 

We have used this principle freely in 
the commercial section of our bank with 
unusual success. We have found that by 
setting up check lists, which carefully 
itemize the material to be learned and by 
asking the man to check off each item 
as he feels he has thoroughly learned 
it, we can provide training in a mini- 
mum period of time. There is also a very 
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great psychological advantage to the in- 
dividual when he can anticipate the con- 














clusion of any phase of training. 


Experience has also shown that train- 
ing programs extending over a number 
of years suffer greater losses of trainees 
than those for shorter periods. For the 
average young man, a year is apparently 
the optimum training period. If more 
than one year of training is needed, it 
might be well to consider the possibility 
of breaking the program into a series 
and placing a man on an actual work 
assignment between programs. In other 
words, train him on probate and then at 
some later date take him into the cor- 
porate trust work for training. If the 
trust department is large enough to have 
specialized men in each field of the 
trust endeavor, my suggestion would be 
to avoid giving training in all phases 
of trust work unless the trainee would 
use the knowledge of the fields other 
than the one to which he is assigned. 
In other words, if he is to be used solely 
in probate work after training, during 
the initial training period he should only 
get short glimpses of the work of the 
other divisions, enough to give him a 
general understanding but not technical 
proficiency. 

It is most important that the program 
be geared to the type of man being 
hired. A good portion of the banks are 
recruiting on college campuses but so 
are almost all the major industries. This 
makes the college man very much at a 
premium and most difficult to come by 
on the present employment market. On 
the other hand, we in Crocker-Anglo 
have found that a good many training 
programs today are closed to men who 
have passed thirty years of age. Retire- 
ment is not normal before age 65. This 
means that even if a man is 40 years of 
age at the time he is hired, you can 
anticipate 25 years of service. Most of 
us have found from experience that you 
cannot anticipate 25 years of service 
from the young man recruited on ihe 
college campus. 

We believe that men between 30 and 
40 make ideal candidates for high speed 
training programs. They are mature 
enough so that once given training you 
can anticipate giving them major re- 
sponsibility. They are also old enough 
to have become keenly aware of the 
sienificance of the word “career.” Most 
young college men have very little real- 
izetion of what the word truly means. 

“or each of us, the type of man 
needed may prove to be different be- 
Case our needs may not be the same. 
But if, as my survey indicated, most 
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of the trust departments are going to 
be in great need of officer material in 
the next five years, the older man can be 
more rapidly developed to the officer 
stage than the young man. Our Ad- 
ministrative Training Program on the 
commercial side in our bank has at- 
tracted a good many young men with 
excellent educational backgrounds in- 
cluding legal degrees, and still we are 
paying salaries for that program that 
are competitive with the salaries being 
paid by other banks for young men 
directly out of college. By offering true 
career opportunities, we are picking up 
very capable young men for $400 and 





$425 a month. Some of these young men 
had been making more than twice that 
amount. 


The Man of the Training Program 


After a young man has been recruited 
and placed on the training program, we 
in our organization feel that we have 
entered into an obligation to do the 
things we told him we would do. If a 
man chooses a career with us because 
we offer a carefully tailored plan for his 
development, we are obligated to follow 
through on that plan exactly as outlined 
in the recruitment talks. I cannot stress 
enough that it is important to keep 










There is no hotel in 
Palm Beach quite like 
The Ambassador... 
for a brief vacation, the 
winter season or year 
round. 

Designed to meet 
the most exacting 
standards. Spacious 
one and two bedroom 
suites. Swimming pool 


and tennis courts. 


The only hotel direct- 
ly on the ocean and 
Lake Worth. 


0 


PALM BEACH, FLORIDA 


Schedule of tariffs and 
color brochure sent on 
request. 


Telephone JUstice 2-2511 
Sander Weinstock, Pres. 






1145 









one’s promises as far as training pro- 
grams are concerned. If an assignment is 
for eight weeks, then at the end of eight 
weeks that assignment should be com- 
pleted. Of course, we must understand 
that a man should be given full training 
and attention during each of those 
weeks. He should not be set to read un- 
necessary material, to filing, or to any 
work of a highly routine nature unless 
it is essential for his knowledge, and 
then only for such period as would be 
required to give him that knowledge. 
We also believe that it is sound to 
physically move a man at the end of as- 
signment periods. 

We should guarantee the man that he 
will not be used for utility purposes. The 
following through of this guarantee is 
essential if we are to keep faith. 

It is important that each young man 
on a training program be brought to- 
gether with others on the same pro- 
gram. This gives him a sense of belong- 
ing. Officers should sit with the trainees 
in a round-table discussion. Start by ex- 
plaining some phase of his work in de- 
tail with frankness and sincerity and 
then, after he has opened up the sub- 
ject, questions from the trainees should 
be answered as directly as possible and 
full discussion permitted. 


When the young man completes a 
scheduled period of training, he should 
be considered to have been trained. If 
he is not, then examine wherein lies the 
failure. Is it the type of men . . . the 
program ... the trainers. If these three 
aspects are effective, then the man 
should be ready to take his place within 
your department, and he should be so 
placed. There is nothing worse than the 
man who has supposedly graduated from 
the training program, but finds that 
there is no real need for his services. 


The Career 


In order to have the kind of trust 
officer needed in the trust department 
— men with long years of experience 
and judgment built upon a strong foun- 
dation — you must have men extended 
periods of time: true career men. To 
have such men, the bank’s obligation is 
to provide stimulating and- interesting 
employment, continuity of employment, 
promotional opportunity so that each 
man can mentally grow, but beyond that 
the bank must reward good service and 
mental growth. As a man is promoted 
to greater responsibility, so must his 
salary grow; until the key salaries with- 
in the trust department will attract men 
on a career basis. 
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Don’t be deluded by the old conce st 
that salaries are confidential or secr t. 
The man at the next desk and your 
secretary and probably even his sec:e- 
tary could come very close to telling « x- 
actly what you’re making. Offer car: er 
salaries, which, if they may be low 
during the learning period, are hizh 
during the period of maximum usefl- 
ness. Nor can this mean a sudden juiap 
when a man is named to one of ihe 
very few top positions. The salary 
growth must be planned and gradual but 
very real. 

If any bank “fails to recognize and 
fully meet this obligation for the fu- 
ture, it will hurt all the banks. This 
is a joint venture, in which all of us 
should enter enthusiastically and whole 
heartedly. The challenge is made more 
acute by the fact that such a large por- 
tion of our key trust officers are nearing 
the retirement age. We must analyze our 
manpower needs carefully, design a pro- 
gram adequate to meet those needs, and 
honor its conditions. Seek to attract men 
to careers as trust officers, but.also make 
such careers iruly rewarding. 


A A A 


Sears Roebuck Hatches 
Employee Nest Eggs 


A truck driver who participated in 
Sears Roebuck & Co.’s early and imagi- 
native savings and profit-sharing plan 
now has $289,000 to show for the $5.- 
928 he put in. The driver was one of the 
first participants when the plan was 
launched in 1916 and got into the profit- 
sharing early. 

A study of Sears employees retiring 
in 1958 showed that those with 10-15 
years service had deposited an average 
of $1,707 and received an average of 
$7,653. Those with 25-30 years service 
had made average individual deposits of 
$4,899 and left the company with an 
average nest egg of $67,089. 

The trust fund today has more than 


a billion dollars in assets, including 20 | 


million shares of Sears stock, and earns 


an annual income of more than $90, | 


000,000. The 140,000 participants, more 
than 98% of all eligible employees, con- 
tribute 5% of their Sears income with 
maximum limitation of $500 a year. 
Company contributions are based on nel 
income before taxes and dividends. 


A AA 


e E. Deane Kanaly, assistant trust offi- 
cer and assistant cashier, Bank of the 
Southwest, Houston, spoke at a mee ing 
of the American Institute of Elect: ical 
Engineers on October 22, on “The fF igh 
Cost of Dying.” 
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FFECTIVENESS OF EXCULPATORY CLAUSES 


in 


ireclory 


GEORGE T. CRONIN 


rusts 


Brobeck, Phleger & Harrison, San Francisco 


of trustees is founded in ancient 
concepts of equity and justice — con- 
cepts which may appear slower to ad- 
just to the changing times than eco- 
nomic principles. The professional 
trustee must seek to meet the challenge 
of new ideas while still subject to the 
restrictions of these seemingly rigid 
rules concerning its duties and _ liabili- 
ties. 

The often heard criticism that pro- 
fessional trustees are much too con- 
cerned with preservation of principal 
for the remainderman and give only 
passing attention to the income bene- 
ficiary may no longer be popular, The 
more modern criticism appears to be 
that the trustee does not put enough 
emphasis on appreciation and, as a re- 
sult, shows little concern for the re- 
mainderman. This presents the profes- 
sional trustee with the threat of possible 
liability, no matter which course it 
selects. 

The professional trustee’s reputation 
of cautious conservatism has given rise 
to the current fashion of transferring 
the determination of investment policies 
to others than the trustee. In so doing, 
the settlor may reserve to himself or 
confer on another all or some control of 
the investment powers and it is this 
situation with which we are concerned 
in the so-called “directory trust.” 

Where a person other than the settlor 
himself is given a power to control the 
trustee he ordinarily holds the power in 
a fiiduciary capacity.! In such a case, 
even though the holder is not a trustee 
urder the creating instrument, he owes 
a duty to the beneficiaries of the trust 
W 
Pp 


| \HE LAW GOVERNING THE LIABILITY 


th respect to the exercise of the 

wer.” 

Ordinarily it is the duty of a trustee 
t. comply with the direction of the per- 
s(n holding the power of control and 





ondensed from address before 33rd Western Re- 
& nal Trust Conference, A.B.A., Oct. 16, 1959. 

Gathright’s Trustee v. Gaut (Ky.), 124 S.W. 2d 
7S ; United States Nat’l Bank v. First Nat’] Bank 
(‘ r.), 142 Pac. 2d 785; Scott, sec. 185. 

Warner v. First Nat’l] Bank of Minneapolis, 236 
F 2d 853. 


NoveMBER 1959 


the trustee may incur liability for fail- 
ing to do so.® 

If the holder of the power holds it as 
a fiduciary, the trustee may incur liabil- 
ity in acting upon the holder’s direction 
if the trustee knows, or should know, 
that the holder is violating his fiduciary 
duty to the beneficiaries in giving the 
directions. If the trust instrument pro- 
vides that the trustee shall invest as a 
third person shall direct, it is ordinarily 
the duty of the trustee to make a reason- 
able inquiry into the propriety of the in- 
vestment. If the trustee is to do certain 
acts only with the consent of another, 
and the protection of the trust requires 
the act to be done, the trustee is under 
a duty to obtain the required consent 
and may be liable for failing to do so.* 

The fact that the holder of the power 
is a beneficiary does not necessarily 
mean he holds the power for his sole 
benefit and the trustee may incur liabil- 
ity in acting blindly on the direction of 
the holder of the power. 

The discussion up to this point dis- 
closes that the professional trustee must 
first determine that a valid trust exists, 
and, having done so, it may, as our 
modern economy progresses, be held to 
a higher degree of care, measured by a 
higher standard of prudence, than the 
“casual” trustee and that the vesting 
of discretionary powers in another than 
the trustee does not in itself relieve the 
trustee of its duties nor eliminate liabil- 
ity of the trustee for breaches of trust. 

The balance of this discussion will be 
confined to those provisions in trust in- 
struments which purport to exonerate 
the trustee from liability for breach of 
trust rather than those which enlarge 
the trustee’s powers. 

While the American courts have, gen- 
erally, been more lenient with trustees 
than the English courts, they have, 
where they believe the occasion requires, 
deftly evaded a direct application of the 
exoneration clause. This they do in one 

3Scott, sec. 185; Ames v. Bank of Nutley (N.J.), 
178 Atl. 363; Restatement, sec. 185. 


4Restatement, sec. 185, Comments (e), (f) and 
(g); Matter of Rolston, 294 N.Y. Supp. 112. 


way or another; that is, to hold the act 
complained of constituted a breach of 
duty so that the clause does not apply; 
to hold there was no negligence and 
therefore no liability; to limit its appli- 
cation by a strict construction of its 
terms, or to hold the act done amounted 
to gross negligence or willful default 
which cannot be protected by such a 
clause. 


General Limitations 


(1) Public Policy. There is a strong 
public policy against a fiduciary escap- 
ing liability for his acts done willfully, 
in bad faith, or by reason of his gross 
negligence, and an exculpatory clause 
affords no protection in those in- 
stances.° 

(2) Improperly Included in Instru- 
ment, Even though a breach of trust 
falls within the provisions of an ex- 
culpatory clause and would otherwise 
exonerate the trustee from liability, it 
may afford no protection to the trustee 
if it was inserted in the trust instrument 
as a result of an abuse by the trustee of 
a fiduciary or confidential relationship 
with the trustor.° However, the mere 
fact that the trustee is also the drafts- 
man of the trust should not in itself 
make the provision ineffective. 

(3) Statutory Limitations. Statutes 
may limit the effectiveness of exculpa- 
tory clauses.’ The modern corporate 
fiduciary, holding billions of dollars in 
trust assets and serving as an integral 
part of our economy as custodian of the 
material welfare of an ever-increasing 
proportion of our population, may some 
day be held to be affected with a public 
interest. With the ever-increasing num- 
ber of welfare and pension trusts and 
the persistent participation of govern- 
ment in private and personal affairs, it 
is not entirely unlikely that the future 
may hold in store legislation which will 
control professional trustees as is done 

5Restatement, sec. 222; Scott, sec. 222.3; Bogert, 
sec. 542. 

®Jothann v. Irving Trust Co., 270 N.Y.S. 721. 

7Uniform Trust Act, sec. 17; N. Y. Decedent’s Es- 


tate Law, sec. 125; 60 Okla. Statutes, secs. 175.9, 
et seq. 
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in the case of communications, utilities 
and carriers. In each of those instances, 
the law imposes important limitations 
on, among other things, the power to 
limit liability for losses to person or 
property and losses from negligence. 
However, in the absence of statute, ex- 
culpatory provisions generally are not 
held to be against public policy. 

(4) Breach of Duty. The Courts hold 
trustees liable where there is nothing in 
the language of the instrument that 
leads to the conclusion that it was in- 
tended to protect the trustees from 
“their own wrongful acts in violation of 
the trust,”*® or “intending to exempt a 
trustee from liability for transcending 
his powers as clearly defined by the 
trust instrument.”® This distinction 
between bad judgment and acts outside 
the trustee’s authority makes highly 
speculative the point at which a de- 
parture from the terms of the agreement 
ceases to be covered by the exculpatory 
clause. 

(5) Unlawful Delegation. “Broad and 
plain as these provisions are, we can- 
not conceive of their application” to a 
case where the fiduciary delegates his 
powers and discretion to others.’® 

(6) Fiduciary Profits. An exculpa- 
tory clause did not excuse the trustee 
from accounting for profits which ac- 
crued to it from “an unreasonably long 
withholding” of a fund from distribu- 
tion (it having been deposited in the 


8Corbett v. Benioff, 126 Cal. App. 772. 

®Conover v. Guarantee Trust Co. (N.J.), 102 Atl. 
844. 

1oTavenner v. Baughman, 41 S.E. 2d 703. 


commercial department of the trustee 
bank) .1! 

(7) Disloyalty. Exculpatory clauses 
must not be construed to permit a trus- 
tee to occupy a position of divided 
loyalty or to deal on his own behalf 
with the trust property unless the pur- 
pose to grant such power is clearly 
expressed in the trust instrument.?* 

(8) Willful and Intentional Breach. 
A clause providing that the trustee shall 
be liable only for “the result of his own 
gross negligence or bad faith”did not 
protect the trustee from a “willful and 
intentional breach of trust.”!* However, 
the same court, construing a clause that 
the trustee should not be liable for “in- 
voluntary losses” or to make good any 
losses unless caused by its own “willful 
default,” relieved the trustee from liabil- 
ity under the clause, saying: “. . . the 
trustee would be relieved from liability 
for negligence . . . and even for an in- 
tentional breach of trust unless there 
was also an intent to cause loss.” 
When the Court shifts the consequences 
of bad judgment or negligence over to 
“oross negligence” or “willful default” 
the effectiveness of the exoneration 
clause appears to be uncertain. 


Directory Trusts 


So far as the writer has been able to 
determine the courts have not had the 
occasion to consider the precise ques- 


11New England Trust Co. v. Triggs, 135 N.E. 2d 
541. 
12In re Schlussel’s Trust, 117 N.Y.S. 2d 48. 

13Digney v. Blanchard, (Mass.) 115 N.E. 424. 

4New England Trust Co. v. Paine, (Mass.) 59 
N.E. 2d 263. 
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tion of the effectiveness of an exculpa- 
tory clause in Directory Trusts. Hovy- 
ever, existing authority indicates that 
the mere fact various powers of control 
are vested in a person other than tie 
trustee does not in itself permit ie 
trustee to blindly follow the direction of 
the holder of the power. The implica- 
tion of the authorities is that the holder 
of the power is not authorized to direct 
a breach of trust and may exercise the 
powers delegated to him only within the 
limits of the powers and restrictions in 
the trust instrument. Thus, if the invest- 
ment powers of the trustees are limited 
by the “prudent man” rule the holder 
of the power to direct investments is 
ordinarily subject to the same limita- 
tion. The trustee, unless otherwise 
effectively relieved from the obligation 
must police the exercise of the delegated 
power and, upon failure to do so, may 
be held for the loss resulting. 


There appears to be no reason why 
the general principles applicable to ex- 
oneration clauses should not be applic- 
able to a directory trust. A carefully 
drafted exoneration provision should, 
within the limits of the restrictions dis- 
cussed, afford the trustee protection 
from the covered breaches of trust. 
However, the effectiveness of a particu- 
lar exoneration provision as to specific 
breach of trust cannot be predicted with 
any precise degre2 of accuracy, and is a 
question which may finally be deter- 
mined by a court. 


Although exoneration clauses may be 
strictly construed and be the subject of 
seeming inconsistencies of the courts. 
they should have considerable value, If 
nothing else, such a clause should have 
some weight with the court in afford: 
ing an opportunity to the court for 
leniency where the trustee is able to 
demonstrate that it is an honest trustee, 
acting in good faith. 


The use of the exoneration clause as 


an adjunct to the powers of the trustee | 


should afford greater protection than 
reliance solely on the exoneration 
clause. A carefully drawn provision ex- 
tending the powers of the trustee so that 
that which ordinarily would be a breach 
of trust is included within the express 
powers of the trustee, construed in the 
light of a very broad but valid exonera- 
tion clause, should afford maximum pro- 
tection to the trustee. 


In any event, the exoneration or in- 
munity clause, no matter how carefully 
drafted, is not, nor should it be con- 
strued to be, the green light to trustees 
to abandon well-established principles 
of care and prudence. 


TRUSTS AND ESTATES 


S¢ 


Se 


19: 
tio 
gr 


stu 
Jer 
pe 





tio. 
tru 
lay 
of 

up, 
A | 


pla 
ate 


stes 
com 
inec 
cori 
te ¢ 


Noy 


p as 





stee | 


than 
tion 

ex: 
that 
each 


yress | 


. the 
1era- 
pro- 


4 jm- 
fully 

con- 
istees 
»iples 


TATES 


Economic Situation Viewed 


The current year has registered a 
better balanced business expansion than 
the last previous recovery year, namely 
1955, which was especially notable for 
the record bulge in motor car sales, ac- 
cording to Raymond J. Saulnier, Chair- 
man of the President’s Committee of 
Economic Advisers. Sales of consumer 
durables have been very good but not 
concentrated in that one area. Another 
good omen for retail prices in 1960 is 
that, thus far in 1959, wholesale prices 
have held quite steady, while in the 
second half of 1955 they moved upward 
but were not reflected at retail until 


1956. 


Speaking before the annual conven- 
tion of the American Bankers Associa- 
tion last month, Dr. Saulnier held rea- 
sonable expectations for the life of the 
present recovery trend, in spite of the 
steel strike, but he warned of the twin 
danger of rising costs and erosion of 
profit margins and too rapid expansion 
of consumer instalment financing of dur- 
ables. It is, he asserted, extremely im- 
portant psychologically that people have 
confidence in the stability of prices and 
costs and thus refrain from actions 
which may give impetus to further in- 
flationary tendencies. 


A A A 


New Market for Trust 
Services 


“Developing a New Market For Trust 
Services,” as written by Edmund P. 
Blagdon of the Bank of New York for a 
1959 School of Financial Public Rela- 
tions thesis, describes the bank’s pro- 
gram for developing interest in retire- 
ment savings by the self-employed. 


Over a period of two years the bank 
studied the background of the proposed 
Jenkins-Keogh bill, investigated the ex- 
perience of trust companies in Canada 
where such a law is already in opera- 
tion, and created a new market for its 
trust services in anticipation of the new 
law here. Step by step, a mailing list 
of 10,000 professional people was built 
up, all of whom had expressed interest. 
A composite picture of the professional 
man, his employment status, and his 
plans for retirement savings was cre- 
ated from answers to a detailed question- 
naire. 

There were small forums and addresses 
to larger gatherings (on request), but 
no person-to-person selling. Some new 
Savings accounts are already growing 
Steadily and future investment in two 
eccmmingled funds — equity and fixed 
income — is assured. More than 100 
correspondent banks sent representatives 
tc a one-day seminar on this subject. 
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39th Personalized Trust Sales and Estate Planning Training Class conducted for two 

weeks recently by Kennedy Sinclaire, Inc. at its Montclair, N. J., office drew 14 trustmen 

from as far away as Hawaii. Director of Training Lawrence W. Payne is shown in the 
center at the far end. 





Orrers New Trust Poster SERVICE 


The Merrill Anderson Company of 
New York has announced a new trust 
poster service for display in safe de- 
posit booths. The company will supply 
four-colored posters, issued monthly, 
combining a picture and brief text to 
convey messages on the perils of joint- 
ly-held property, the need for an up-to- 
date will, executorships, and topics re- 
lated to the deeds and other papers that 
should be kept in safe deposit boxes. 
The advertising firm recommends place- 
ment in the safe deposit booths because 
renters will have their wills and life in- 
surance policies before them, as well as 
an undisturbed opportunity to ponder 
the advertising. An informal survey, the 
company states, indicates that for every 
1,000 boxes rented some 750 trips a 
month are made by customers. 


e The Corporate Fiduciaries Association 
of Minnesota elected the following: 


President: Myron Powell, assistant 
vice president, First National Bank of 
Minneapolis 

Vice Pres.: John T. O’Connor, as- 


sistant vice president and trust officer 
Northwestern National Bank of St. Paul; 
Albert W. Gray, vice president and trust 
officer, Midland National Bank; and D. 
A. Hoops, trust officer, First National 
Bank of Rochester 

Sec.-Treas.: Willard M. Henjum, vice 
president, Northwestern National Bank, 
Minneapolis 


e Among the nine “Firsts” listed in the 
125th Anniversary brochure of South 
Carolina National Bank is “First in 
the size of Trust Department” (in the 
State). Fourteen trust services are noted 
and R. P. Edmunds, Jr., senior vice 
president and general trust officer, is 
pictured. 





A all 


COMPLETE TRUST SERVICES FOR IOWA 


We invite you to use the complete facilities of our experienced 
trust department to fulfill your fiduciary needs in Iowa. 












OWA-DES MOINES 
NATIONAL BANK 


Member Federal Deposit Insurance Corporation 
“IOWA’S LARGEST BANK” 


Des Moines, lowa e Founded 1868 








1149 

















HE LAST TWELVE MONTHS HAVE 
seen a slowing down, or even a halt, 
in inflationary trends in a number of 


countries. Deliberate anti-inflationary 
measures by the governments of this 
country, Great Britain and France, for 
instance, have held their cost-of-living 
indices relatively steady. 

Nevertheless there are many who be- 
lieve that the long-term trend in the 
cost-of-living is inexorably upward.* In 
particular it is thought that every at- 
tempt by socially minded people to re- 
lieve future pensioners from inflation- 
ary pressures merely succeeds in mak- 
ing future inflation more certain. This 
is partly because the growing body of 
pensioners (and their children!) wiil 
have no reason to continue to bring 
political pressure on their governments 
because of their diminishing real-value 
incomes. But it is also because the heavy 
demand for “growth” securities will set 
in motion the very inflationary move- 
ment that their prices are supposed to 
follow. 

Recent months have seen a veritable 
deluge of new material on the subject 
of pensions and inflation. Articles of 
more than routine interest include the 
following (in chronological order) : 

(1) “Common Stocks and Pension 
Fund Investing” by Paul L. Howell. 
Harvard Business Review, Nov.-Dec. 
1958, The author is a financial expert 
and is preparing a monograph on pen- 
sion fund investment for the Twentieth 
Century Fund. He writes: 

“History demonstrates that a well- 
diversified list of professionally se- 
lected common stocks will, over the 
long run — and taking into con- 
sideration cash dividends and capital 


appreciation — earn a substantial dif- 
ferential over fixed-income obliga- 


*Including, apparently, the Chicago Truck Driv- 
ers Local 705 which recently negotiated pensions 
for its 10,000 members which are subict to automa- 
tic annual adjustments to conform with changes in 
the Bureau of Labor Statistics’ cost-of-living index. 
Note, too, that since January 1, 1958, over 12% of 
the state and municipal employees in the Wisconsin 
Retirement Fund have elected to have 50% of their 
contributions placed in a new variable annuity ac- 
count. 
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PENSION and PROFIT SHARING DIGEST... 


HILARY L. SEAL 


Morss, Seal & Bret; Lecturer in Statistics, Yale University 


Pension Plans and Inflation 


tions.” Furthermore: “In the long 
run, pensions will be no sounder than 
the industrial economy to which they 
are tied. Everybody concerned — em- 
ployers, employees, and the financial 
institutions — should move away 
from the concept that a pension plan 
can provide iron-clad financial guar- 
antees into a recognition that it is es- 
sentially a cooperative effort to ac- 
cumulate an old-age savings reserve.” 


(2) “How High is High?” Econ- 
omist, Feb. 21, 1959. As this article 
points out: “By every technical yard- 
stick, prices today [on Wall Street] are 
uncomfortably high.” As a result: “Al- 
though a general shift from equities can 
be considered remote, there is bound to 
be heightened selectivity in buying in- 
dividual shares.” This view is not far 
removed from that of Mr. Howell who 
was reported, on October 7, as saying to 
the National Conference of Health and 
Welfare Administrators that common 
stocks, despite their currently low divi- 
dend yields, are still a sound, flexible 
medium for pension fund investment. 

(3) “How to Beat Inflation.” First 
National City Bank Monthly Letter, 
Business and Economic Conditions, 
April 1959. This article contains figures 
illustrating how various types of in- 
vestments (cash, bonds, equities, real 
estate) have fared in terms of their pur- 
chasing power during the last 10 years. 
It also gives an interesting table show- 
ing that: “. . . common stock prices, 
contrary to popular notion, do not move 
up in any systematic way with the cost 
of living. Indeed, stocks have quite often 
declined at the same time consumer 
prices were rising.” The article con- 
cludes: “The only way to beat infla- 
tion is to prevent it and have money 
people can trust.” 

(4) The Northern Assurance Com- 
pany Limited: 123rd Annual Report 
1958 (May 1959). In 1956 new income 
tax legislation in Great Britain per- 
mitted self-employed individuals to save 
for their retirement by means of tax- 
free contributions to a fund or under 
an insurance policy. On February 24, 


1958, The Northern—one of the largest 
insurance companies in Great Britain-— 
launched its Variable Annuity Plan 
which was designed to permit the in- 
vestment of all such contributions in a 
wide range of equities, with an eventual 
pay-out in the form of a variable an- 
nuity from retirement date. This type of 
arrangement has been available to 
teachers in this country for some years 
(T.1.A.A. and C.R.E.F.), and is likely 
to be extended soon to the general public 
(Prudential). The Northern’s plan is 
rather similar to that of C.R.E.F. in 
that it “operates exclusively for the 
benefit of the policyholders, who enjoy 
not only any capital appreciation, but 
also the dividends accruing to the 
special fund and the profits, if any, aris- 
ing from the mortality experience.” 

(5) “Pension Fund Investment 
Policy” and “The Great Equity Annuity 
Battle.” Canadian Actuarial Bulletin of 
June and September, 1959, respectively. 
William M. Mercer Limited, Montreal. 
These are excellent 114-page articles 
expressing the view that a blind equity 
investment policy will not necessarily 
pan out as well in the future as it has 
in the past. The second article outlines 
the basis for the “battle” between the 
“Pru” and the “Met” over the legisla- 
tion to permit the sale of equity annui- 
ties 

(6) “Labor’s Money in Wall Street” 
by Harry Gersh. Industrial Bulletin, 
July 1959 (N. Y. State Dept. of Labor). 


The author writes: 


“By and large, unions are not in- 
terested in the day-to-day investment 
operations of the funds on which they 
are represented. (However) increas- 
ingly, as unions become co-trustees 
with management in more and more 
funds, and as union trustees become 
more accustomed to dealing with mil- 
lions of dollars in stocks and deben- 
tures and bonds, it is to be expected 
they will take a greater interest in 
how their shares are voted.” 


Bank of America’s Common Funds 


We have several times in this colu:un 
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he 








irawn attention to the fallacy of com- 
oaring the interest yield of insurance 
company A in year X with the yield of 
vension trust fund B in the same year. 
Not only are the yields calculated on 
different bases—e.g., including or ex- 
cluding gains in the year on securities 
not sold, deducting or not deducting in- 
vestment management expenses, and so 
on—but a single year’s result is literally 
of no consequence in the lifetime of a 
pension plan, 

Nevertheless it is always interesting 
to see individual yield figures if one 
knows how they have been calculated. 
This will be true, we believe, of the 
figures quoted below which have been 
derived from the first three annual re- 
ports of the Bank of America Invest- 
ment Fund for Retirement Plans. This 
Fund has two separate Divisions: the 
Fixed Income Division and the Equity 
Division, their names describing the 
types of investments to which each is 
limited. We note that no property mort- 
gages are included among the assets of 
the Fixed Income Dixision and in this 
connection it is important to remember 
that while mortgages increase the gross 
yield they do not necessarily increase 
the net yield after management expenses 
have been deducted. 

In each report the Bank has provided 
the following information: (i) the value 
of each investment unit at the end of 
every month since the Fund’s inception 
and (ii) the monthly dividend and in- 
terest income in cash per unit. We have 
interpreted this to mean that the interest 
rate for any given month is obtainable 
by dividing the month’s cash return by 
the unit value at the commencement of 
that month. A year’s (compound) in- 
terest return is obtained by multiplying 
together twelve monthly results in the 
usual manner. Note that the resulting 
effective interest yield is “gross,” i.e. be- 
fore trustee fees. The three results we 
obtained in this manner for each of the 


BANK OF AMERICA INVESTMENT FUND FOR RETIREMENT PLANS 


Fixed Income Division 


Effective Annual 
Year annual rate of 
Ending interest apprecia- 
March 31 rate tion 
ib lel are 3.38 % —2.33 % 
OO oi 3.98 5.44 
1959 ee 3.97 0.55 


Equity Division 


Overall Overall 
interest interest 
and Effective Annual and 
capital annual rate of capital 
gains interest apprecia- gains 
rate rate tion rate 
0.97% 4.06% —0.75% 3.28 % 
9.64 4,44 2.78 7.34 
4.54 3.85 34.83 40.02 


*The figures on this line are one-and-one-fifth times the effective ten-month rates computed from the 


operations of 6/1/56 to 3/31/57. 





two Divisions are shown here. They 
range between 3.38% and 4.44%. 

But naturally the interest yield is only 
half the story. If market values are used 
in obtaining the value of an investment 
unit (as they are) the higher the (un- 
realized) capital appreciation the lower 
the apparent interest yield. This can be 
corrected by calculating the rate of ap- 
preciation in the unit value, obtained by 
dividing the year-end value by the cor- 
responding value at the beginning of the 
year. The appreciation rates of the units 
in the twe Divisions of the Bank of 
America’s common funds are also shown 
in the table. 

Finally, the overall rate of interest 
and appreciation, namely the amount by 
which $1 invested at the beginning of a 
year has grown by the end of that year, 
is obtained by compounding the two 
separate rates obtained above, For ex- 
ample, in the last line of the table 
4.54% is obtained by multiplying by 
100 the result of subtracting unity from 
1.0397 multiplied by 1.0055. 

The figures of the table aptly con- 
firm that equities have fared extra- 
ordinarily well during the past few 
years. They also point to the possibility 
of a substantial drop in overall yields 
on equities in the future. A 40% rate 
of return can hardly be expected to con- 
tinue. 

While recognizing that such a young 
Fund has reaped many advantages 
denied to more mature investment port- 
folios, we are certainly left with the im- 
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pression that the investment managers 
of the Bank of America’s Fund have 
done their job very efficiently. 


New Booklet 


Merrill Lynch, Pierce, Fenner & Smith 
has recently issued an excellent 39-page 
introduction to private pension plan- 
ning. Under the title Planning an Em- 
ployee Retirement Program this booklet, 
in its first 13 pages, describes the per- 
sonnel and tax advantages of pension 
plans and profit-sharing trusts, and dis- 
tinguishes between these two types of re- 
tirement program. It then discusses the 
investment of company and employee 
contributions, particularly wih reference 
to their “balanced investment.” Finally 
a few pages outline the services of the 
“team of specialists” to consult in 
achieving the “best possible” program. 
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NEW YORK TRUSTMEN HOLD 13th CONFERENCE 


ELYING ITS SUPERSTITIOUS NUMER- 
B ical connotation, the Thirteenth An- 
nual Conference of the New York State 
Bankers Association Trust Division at- 
tracted an attendance of some 260 irust- 
men and guests to the Hotel Manger in 
Rochester, on October 15-16, to mark 
another year of achievement. 

Direction of the Division’s affairs for 
the coming year was entrusted to: 
Chairman, Robert M. Lovell, senior vice 
president, The Hanover Bank, New 
York, and Vice Chairman, William B. 
Ogden III, vice president and trust off- 
cer, Merchants National Bank and Trust 
Co., Syracuse. New members of the ex- 
ecutive committee to serve three year 
terms are Charles W. Buek, executive 
vice president, United States Trust Co., 
New York, John T. C. Low, vice presi- 
dent and trust officer, Lincoln National 
Bank and Trust Co., Syracuse, and 
Thomas E. McFarland, vice president 
and senior trust officer, Lincoln Roches- 
ter Trust Co., Rochester. 

Chairman John G. White, vice presi- 
dent and trust officer, Security Trust 
Co. of Rochester, opened the session by 
introducing President J. Henry Neale 
of the parent Association, president of 





ROBERT M. LOVELL WILLIAM B. OGDEN, III 


the Scarsdale National Bank and Trust 
Co., who expressed gratification at the 
state gain in trust department earnings 
in the 1948-58 decade from $57.2 mil- 
lion to $131.4 million, or 142% vs. the 
national figure of 129%, io which cor- 
porate trusts, agencies and private pen- 
sion funds have contributed more than 
have personal trusts. He noted that New 
York City tends to benefit more from 
the former categories and country banks 
from estates, personal irusts and agen- 
cies, also estimating that the City insti- 
tutions are believed to administer about 
60% of national pension funds, of which 
nearly half comes from business with 
head offices outside of New York State. 
Mr. Neale especially stressed the im- 
portance of trustmen in helping to ex- 
pand bank services to their clients, 
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thereby making for a closer relationship 
and effective “one-stop service.” 

Chairman White reported that region- 
al meetings during the past year had 
brought together a total of 605 persons 
either connected with or invited by 114 
irust departments. 


Near-Term Business Outlook 
Favorable 


An entertainingly unhedged view of 
business prospects was sketched by John 
R. Bunting, business economist of the 
Federal Reserve Bank of Philadelphia, 
who expressed confidence in good times 
at least until the end of next year. 
Spending by the federal government 
will probably continue around present 
levels, as will that of state and local 
entities. Mr. Bunting was of the opinion 
that plant and equipment spending 
would continue strong in the coming 
year because of the continuing urge to 
reduce labor costs but that it would 
not be of the boom nature of several 
years ago which was primarily moti- 
vated by need, real or imagined, for 
additional capacity. Inventory rebuild- 
ing should also add some force to con- 
structive indices. 

It is also likely, according to Mr. 
Bunting’s appraisal, that consumer buy- 
ing power should hold well in 1960 
which would spell a good year for 
hard goods. He commented amusingly 
but factually upon the gradual change 
of consumer tastes in motor cars, homes 
and other prestige items, noting the 
broader acceptance of finer tastes and 
foreign products. The new compact cars, 
he said, are unlikely to stem the inflow 
of foreign models importantly because 
they fail to offer what most buyers of 
the latter seek, whether glamour, per- 
formance or economy. 1960 should, 
nevertheless, be an excellent year for 
Detroit. 


To Seek Full Prudent Man Rule 


From the fiduciary viewpoint, the 
most pressing matter before the Division 
is an all-out effort to obtain for New 
York a full Prudent Man Rule, in place 
of the present 35% limitation, which 
will place this jurisdiction on a par with 
the 31 states which already have this 
rule either by enactment or judicial 
decision. Intensive educational efforts 
in all interested areas will call for co- 
operation of Division members as plans 


are developed. Alfred H. Hauser,chair- 


man of the Trust Investment Commiitee 
(vice president, Chemical Bank New 
York Trust Co., New York) and George 
C. Barclay, past chairman of Trust Di- 
vision, (now Contributing Editor of 
TRUSTs AND EsTATES) outlined some of 
the inconsistencies and drawbacks of 
the present restriction which have, in 
many cases, worked to the disadvantage 
of trust beneficiaries and participants 
in common trust funds. 

The Bank Fiduciary Fund now num- 
bers 50 New York State trust institu- 
tions as participants, with indications 
that two or three others may shortly 
join the group, according to Mr. 
Hauser, its president. Figures for the 
fiscal year ended April 30, 1959 have 
been previously reported.* At that date 
the unit value was $109.83 and the most 
recent valuation, date unspecified by Mr. 
Hauser, was about 3% lower or $106.33. 
Investment policies remain unchanged 
and equities now represent about 3314% 
of assets, due to recent price declines. 
Some attractive bond purchases have 
been made in the tight money market. 


Committees Report 


The following remarks summarize 
salient features of the reports of chair- 
men of standing committees: 


Trust OPERATIONS: Fred G. O. Wer- 
net, vice president, The Hanover Bank. 
Four new sections have been prepared 
for the Operations Manual and _ topic 
suggestions are sought for future ireat- 
ment. Record-retention schedules were 
also studied but more work here will be 
required. 

Joseph F. Tierney, chief examiner of 
the Federal Reserve Bank of New York, 
reported that 118 banks furnished trust 
department data for the 1958 survey, a 
record number representing about 85% 
of eligible departments. More details 
and charts are now incorporated and 
further revisions are being studied to 
make results more meaningful, such as 
going to a five year, instead of a single 
year, basis. Mr. Tierney expressed re- 
gret at reluctance of trust management 
to reveal individual figures, even with- 
out identification, which is not typical 
of commercial banking departments. 

Common Trust Funps: Howard C. 
Judd, vice president, Morgan Guaranty 
Trust Co. Sentiment throughout ‘he 
country appears in favor of some in- 


*T&E, May ’59, p. 492. 
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crease in the participation limit for com- 
mon funds. There are presently 44 bank- 
administered common funds in this 
state: 21 legals, 18 discretionary, 3 com- 
mon stock, and 2 fixed-income funds. 

EMPLOYEES BENEFIT Funp: William 
F. Lackman, vice president, Morgan 
Guaranty Trust Co. Principal activity 
has been in successfully opposing pro- 
jected legislation to permit insurance 
companies to deal with pension and 
profit-sharing funds in similar manner 
to that of banks. A similar bill with pro- 
visions which might sometime be ex- 
panded into such areas was enacted in 
Connecticut but others in Oregon and 
California failed of passage. The com- 
mittee opposes mingling of trust and in- 
surance functions unless the latter com- 
panies are subject to the same rules as 
are banks and others acting as trustees. 

PusLic Epucation: William _ T. 
Haynes, vice president, Marine Trust Co. 
of Western New York, Buffalo. The Divi- 
sion’s pioneer trust film has been se- 
lected for inclusion in the permanent 
Library of Congress’ collection of edu- 
cational motion pictures. 79 prints have 
been sold with more sales still possible 
and the project is now in the black 
financially. The film’s use by Marine 
Trust has proven successful. 


Trust AND Estate Law: Elmer Lee 
Fingar, vice president and senior trust 
officer, National Bank of Westchester, 
White Plains. Revision of the New York 
perpetuities rule has permitted better 
estate planning for New York residents 
and, together with the right to accumu- 
late income, has dulled out-of-state com- 
petition for local trust business. Study 
is being given to possible increased com- 
pensation in incompetency cases, as 
well as pourover and stock dividend 
legislation. 

Trust ScHooL: John M. Grotheer, 
assistant vice president, The Chase Man- 
hattan Bank. The trust new business 
school again had 34 pupils, of whom 
six were from outside New York State. 
All participants have submitted their 
20 minute speeches on “An Estate Plan 
for You and Your Family.” 

ADMINISTRATION SCHOOL: Lester E. 
Lamb, vice president, The Hanover 
Bank. This new committee conducted 
in June its first course in estate ad- 
ministration for senior clerical person- 
ne! and junior officers on the Rensselaer 
Pclytechnic Institute campus, with 31 
students enrolled. In June 1960 a course 
in trust administration will be presented 
at the same place, with up to 40 stu- 
dents, including qualified ladies. Evalua- 
tion of the session by an Institute faculty 
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member termed the course a valuable 
one. 


New Accumulation Law 


A panel discussion of recent changes 
in New York State law and its signifi- 
cance in estate planning was moderated 
by Mr. Ogden. The panelists, from ad- 
jacent jurisdictions, were: Mrs. Nancye 
B. Staub, trust officer, Trust Company 
of Morris County, Morristown, N. J.; 
William J. Copeland, vice president, 
Pittsburgh National Bank; William C. 
Fenniman, vice president, Connecticut 
Bank and Trust Co., Hartford. 

Now that New York has brought its 
law on income accumulation into focus 
with other states, after having modified 
in 1958 its restrictions on perpetuities, 
Mr. Ogden opened up with the observa- 
tion that the change in the accumula- 
tion statute would probably be the more 
important of the two because of its tax 
savings possibilities. While the partici- 
pants reported that accumulations are 
permissible in their areas, Mrs. Staub 
remarked that trust prospects are gener- 
ally poorly informed on income tax-sav- 
ing aspects of estate planning. 

The use of sprinkling trusts was con- 
sidered worthwhile where indicated. 
Short term trusts, according to Mrs. 
Staub, have not been numerous in her 
institution, while Mr. Copeland reported 
quite a few in his department, especially 
one spouse for another or for children’s 
educational purposes. Mr. Fenniman 
said that doctors had been especially 
active in setting up such arrangements 
with his department to avoid costs of 
having a guardian for minors. Mr. Og- 
den expressed the thought that it was 
always good business to show the pros- 
pect how taxes might be reduced and 
leave the decision to him. 


Mr. Copeland presented an explana- 
tion of the marked benefits possible 
through segregating trust assets into two 
trusts for the surviving spouse, one with 
the right to accumulate income and the 
other, qualifying for the marital deduc- 
tion, with power to invade principal. In 
this manner, spendable funds for the 
beneficiary can be increased by tax sav- 
ings in the one trust, plus invasion of 
principal, while income is being accum- 
ulated (at a lower bracket) in the other 
trust. When the taxable trust is exhaust- 
ed, the income of the other trust can 
then be used. While certain technicali- 
ties must be observed, such treatment 
can prove very worthwhile by spreading 
the tax impact. Mr. Fenniman remarked 
that this appreach was a variation of 
the annuity trust idea. 
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Bank Women Conduct 
Trust Panel 


A trust panel with two speakers and 
audience participation was held on Sep- 
tember 25 at the Milwaukee Convention 
of the National Association of Bank 
Women. Miss M. Lois Weingartner, trust 
administrator at Lincoln Rochester ,N. 
Y.) Trust Co., was moderator. 

The tremendous interest of substantial 
estate owners in trust department serv- 
ices deriving from the heavy impact of 
inheritance and Federal estate taxes on 
decedents’ estate was noted by Mrs. 
Edith M. Martin, vice president, Pitts- 
burgh National 
Bank. Illustrations 
in terms of dollar 
savings were of- 
fered by Mrs. Mar- 
tin, who discussed 
briefly the uses of 
testamentary and 
short term trusts, 
charitable gifts, 
and life insurance trusts with “pour 
over” clause in the will. With the newer 
field of employee benefit plans, pension 
and profit sharing trusts, she said, the 
trust department can work with the 
individual and the corporate customer 
on such intimate and vital plans that 
other connections with the bank are also 
created or strengthened. 

Trust services are not only financial, 
but concern the physical and mental 
well-being of customers, Miss Louise M. 
McGovern assistant trust officer, Wells 
Fargo Bank, San Francisco, told the 
audience. 

To turn beneficiaries into a “satis- 
fied clientele” trust officers must learn 
the situation and personality of each 
customer. A pleasant office, sufficient 
privacy and no unnecessary interrup- 
tions help to make the first interview a 
success. Transactions should be ex- 
plained in a manner to reassure the cus- 
tomer who is unfamiliar with trust ad- 
ministration and estate settlement. Often 
it helps to point out that the arrange- 
ments made are to the advantage of the 
beneficiary and that the costs of expert 
service are reasonable. The “dictatorial 
type” may be tactfully informed that 
since the responsibility rests with ihe 
trust department the decisions must be 
theirs, too, but that his wishes will re- 
ceive courteous consideration to ihe ex- 
tent that they coincide with the powers 
granted to the fiduciary and with estab- 
lished policies. 

In setting up a new estate, Miss Mc- 
Govern pointed out, it is wise to con- 
sult with the beneficiary regarding the 
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time of income payments and anything 
else that may affect him personally. }/is 
rights and the trust department’s du: es 
under the will or trust should be czre- 
fully explained to prevent unnecess:ry 
irritation. 

Many times customers come in for ad- 
vice on problems not strictly within the 
duties of the fiduciary, such as the sale 
of a home or finding a good rest home 
or school. “It is these extra curricular 
services gladly given that cement the 
relationship of the customer to the trust 
institution.” Moreover, it is wise early 
in the administration of an estate or 
trust to introduce the beneficiary to 
others in the department who will be 
dealing with the account. If he knows 
several people in the office who are 
familiar with his affairs, he has someone 
to call on if the trust administrator is 
not available. 

These “little things” go a long way 
in building confidence and respect for 
the institution, the speaker said. 

General discussion brought out ideas 
for new business solicitation, including 
a systematic call program (in which a 
woman banker has an advantage), care- 
fully screened direct mailings, prompt 
follow-up of those requesting booklets, 
use of insurance trusts, helping people 
to realize they have an estate even 


though they haven’t recognized that | 
fact, use of a Common Trust Fund, co- | 
operation with life underwriters, main- | 
tenance of a bank speakers bureau and | 


revision of wills that name the bank. 


In regard to soliciting accounts in- | 


volving close corporations, the panel ad- 
vised that such a program required a 
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staff with specialized training at man- | 
agement level, but if equipped to handle | 


such business properly, it would lead to | 
@ ope 


trust and commercial accounts. 


A question about customers being “let | by 
down” because the administration off: 9 ,.., 


cer may be less enthusiastic than the new § 


business person pointed up the need for 


administrative officers not only to do 4 | 
good job, but to show the customer that 


it is a good job. 

To the question concerning assign: 
ment of accounts by type Miss Me- 
Govern replied that her bank had oper- 
ated in this manner for 12 years. A 
smooth transition is obtained by intro- 
ducing the testamentary trust officer at 
timely intervals during probate adminis 
tration. 

A speaker from the floor commenting 
on the permanence of young men em 
ployed as potential officer material, ob- 
served that they do not stay because 
the salary is not sufficiently attrac: ive. 
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TRUST PERSONNEL CHANGES 


CALIFORNIA 


BEVERLY HILLS—Ruby W. Moore advanced to trust offi- 
cer at CiTy NATIONAL BANK. 


LOS ANGELES—Herbert T. Osling is now asst. corporate 
trust officer at head office of S—EcuriTry First NATIONAL BANK. 


LOS ANGELES—CALIFoRNIA BANK elected F. D. Lawrie 
and M. W. Lightfoot as trust officers. Lawrie, recently as- 
signed to the Long Beach office, is in charge of the newly 
established regional trust department. He is a graduate 
of U. of British Columbia where he also received an LL.B. 
degree. Lightfoot is in the real estate division of the head 


| office trust department, 


COLORADO 
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DENVER—Eugene H. Adams elected 
president of First NATIONAL BANK OF 
DENVER succeeding John Evans, now 
honorary board chairman. Adams was 
formerly president of International 
Trust when it merged with First, and 


EUGENE H. ADAMS 





CONNECTICUT 
HARTFORD—At HartrorpD NATIONAL BANK & TRUST Co., 
Robert E. Dell and Barry W. Gray were promoted to as- 
sistant secretaries in the trust department. A graduate of 


4 Wesleyan U. in Middletown, Dell joined the bank in 1957 


and became senior investment analyst in March of this year. 
Gray is a Brown U. graduate, joined Hartford in 1956, 
(trust accounting) and later transferred to the trust ad- 
ministrative division. 


FLORIDA 


FORT MYERS—James W. Brothwell, asst. vice president 
of First NATIONAL BANK, received the additional title of 
asst. trust officer. 


ILLINOIS 
CHICAGO—M. A. Georgen, vice president, appointed chief 


his duties connected with the common trust fund assumed 
by M. B. Hagel, asst. trust officer. H. Bloss Vail appointed 
asst. trust officer. 


CHICAGO—COonTINENTAL ILLINOIS NATIONAL BANK & TRUST 


Co. promoted Robert G. Mullen to second vice president, 
trust; named Lester E. Jacobs assistant cashier, trust. 


KENTUCKY 


PIKEVILLE—Maurice E. Hall and John Paul Burchett 
elected vice presidents at CITIZENS BANK. Both were formerly 
asst. vice presidents and asst. trust officers. 


LOUISIANA 


Al EXANDRIA—Michael M. Bearden became trust officer 
at NAPIDES BANK & TrRusT Co. A ’57 graduate of Tulane Law 
Sci ool and holder of an A.B. degree, Bearden joined Haskins 
an. Sells as a tax accountant in their New Orleans office. 


MARYLAND 


Cl MBERLAND—Liserty Trust Co. appointed M. H. Wonn 
as trust officer; R. William Holt, asst. trust officer; and 
Le:ter L. Sherman, estate planning officer. 
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MASSACHUSETTS 


BOSTON—Roger C. Damon named president and chairman 
of the executive committee of First NATIONAL BANK, suc- 
ceeding Lloyd D. Brace, who became board chairman and con- 
tinues as chief executive officer. Damon has served as senior 
vice president of New England’s oldest and largest bank 
since 1952. He joined The First upon graduation from Yale 
in 1929. 


PLYMOUTH & QUINCY—Charles H. Randall, Jr., resigned 
as asst. trust officer of SoUTH SHORE NATIONAL BANK, 


Quincy, to become a trust officer at PLYMOUTH NATIONAL 
BANK. 


MISSOURI 


ST. LOUIS—tThree new asst. trust officers at MERCANTILE 
TrRusT Co. are: William C. Staab, Charles J. McCloskey and 
Elden R. Sternberg, all of the probate department. Staab 
is a graduate of St. Louis U., where he received his B.S. 
in accounting and his L.L.B. McCloskey also has his L.L.B. 
from St. Louis U. Sternberg holds an A.B. in political science 
from Vanderbilt U., and an L.L.B. from U. of Missouri Law 
School. 


NEW JERSEY 


JERSEY CITY—Hupson County NATIONAL BANK appointed 
Benjamin S. Van Deusen asst. trust officer. 


SUMMIT—William M. Baker promoted to senior trust officer 
of SuMMIT Trust Co.; Eugene J. Schaefer to trust officer. 
Baker is a graduate of the Rutgers U. Stonier Graduate 
School of Banking and has been with Summit Trust for 30 
years; Schaefer holds an M.A. from New York U. school 
of banking and finance, and is currently attending Stonier 
Graduate School. 

Calvin A. Stetson is newly appointed as trust officer, 
bringing with him 17 years of trust investment and ad- 
ministration experience in New Haven, Birmingham and 
Allentown, Pa. A graduate of U. of Michigan with a B.A. 
degree in economics, Stetson also completed the investment 
course at the Stonier Graduate School of Banking at Rutgers. 


NEW YORK 


NEW YORK—William A. Morgan, Jr., vice president, also 
named senior trust officer of BANKERS TRUST Co. and be- 
came administrative head of the trust department. Morgan 
joined Bankers Trust in 1928 and was named to head the 
personal trust division in 1951. Brian P. Leeb, senior vice 
president, will retain primary responsibility for the bank’s 
fiduciary and corporate agency activities. 

NEW YORK—At BANK oF NEW York John F, Newman of 
the corporate trust section of the trust division named vice 
president; and Morgan E. McMonegal named assistant secre- 
tary, securities section. 


NEW YORK—CHEMICAL BANK NEW YorK Trust Co. elected 
John H. Miller asst. trust officer. 
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CHARLES F. CARR 
Cleveland 


BRIAN P. LEEB 
New York 


CHARLES W. BUEK 
New York 


NEW YORK—William T. Hayes advanced to trust officer at 
First NATIONAL City Trust Co., with corporate administra- 
tion division. 
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NEW YORK—Charles W. Buek has been named first vice 
president and elected to the Board of Trustees of the UNITED 
States Trust Co. Mr. Buek, formerly executive vice presi- 
dent, is a graduate of Yale, a member of the Trust Division 
Executive Committee of the New York State Bankers Asso- 
ciation, past president of the Bank Fiduciary Fund, and a 
member of the American Bankers Association’s Committee on 
Trust Investments. 





WHITE PLAINS—County Trust Co. advanced Paul 
Schweinfest and Edmond V. LeDonne to asst. trust officers. 
Schweinfest attended New York U.; LeDonne is a graduate 
of Iona College and attended New York U. Graduate School 
of Business, 


OHIO 


CLEVELAND—John T. Lieser vice president, appointed 
officer in charge of the corporate trust division of CENTRAL 
NATIONAL BANK, succeeding William C. Way, vice presi- 
dent, who retired, Lieser joined Central in 1939; is a 
graduate of Ohio State U., studied law at Cleveland Marshall 
Law School, and is a graduate of Stonier Graduate School of 
Banking at Rutgers. Way is widely known as a specialist 
in the corporate trust field and as past national president of 
American Institute of Banking. He entered banking as a 
clerk in 1939, joined Central National in 1939 in corporate 
trust business development, and in 1951 was named head of 
the corporate trust division. 


CLEVELAND—Society NATIONAL BANK elected Common 
Pleas Judge Charles F. Carr to the office of vice president 
and trust officer and head of the expanding trust department, 
following his resignation from the bench. Judge Carr was 
appointed to Common Pleas in 1957, had been a practicing 
lawyer in Cleveland since graduation from Western Reserve 
U. Law School in 1929, and was assistant law director for 
Cleveland and chief special counsel to attorney generals 
Bricker and Bettman. 


OREGON 


KLAMATH FALLS—Raymond H. Lung became manager 
at the trust office of UNITED STATES NATIONAL BANK OF 
PORTLAND, succeeding W. R. Bradshaw, who resigned as 
trust officer to practice law. 


PENNSYLVANIA 


HARRISBURG—Fred V. McDonnell named trust officer of 
DAUPHIN DEPposIT TrRuUsT Co. 


SOUTH CAROLINA 


CHARLESTON—Growth of the trust department of CiT!- 
ZENS & SOUTHERN NATIONAL BANK OF SOUTH CAROLINA re- 
quired the addition of five new officers. Three in the Colum- 
bia office are: Earl R. Short, trust officer in development 
section; Erskine D. Betts, trust investment officer, and Wil- 
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liam E. Barrett, trust operations officer. Robert H. Baxter 
is trust officer in Charleston, and Harold S. Jarvis trust 
officer in Greenville where he established an active trust de- 
partment beginning November first. 

Short is a graduate of U. S. Naval Academy and of U. 
of South Carolina Law School. Betts, also is a U. of South 
Carolina graduate; and Baxter holds both the B.A. and 
LL.B. degrees from there. Barrett is a graduate of U. of 
Georgia. Jarvis graduated with a B.S. degree in accounting 
from U. of Georgia, Atlanta division, holds a bachelor of 
law degree from Woodrow Wilson College of Law in Atlanta, 
and is a graduate of Rutgers U. Stonier Graduate School of 
Banking. 


SOUTH DAKOTA 


SIOUX FALLS—Thomas J. Barron elected asst. trust officer 
at First NATIONAL BANK. 


SIOUX FALLS—At NortTHWEstT SEcuURITY NATIONAL BANK, 
advancements were: Leland Rempel to asst. vice president 
and trust officer; Ludwig H. Hagen to asst. cashier and 
asst. trust officer; and Bernard E. Heermann elected asst. 
trust officer. 


TENNESSEE 


NASHVILLE—TuirpD NATIONAL BANK promoted John 0. 
Ellis to trust officer. 


UTAH 


SALT LAKE CITY—E. L. Karren and Jack D. Madson 
advanced to trust officers at First SECURITY BANK OF UTAH; 
and M. Eugene Bridges and Brent W. Hortin to asst. trust 
officers. 


VERMONT 


BRATTLEBORO—VERMONT BANK & TRUST Co. promoted 
Malcolm C. McMaster to vice president and trust officer in 
charge of trust business at all offices. Burton W. Potter was 
promoted from asst. vice president and asst. trust officer 
to trust officer, responsible for trust operations at Bennington 
office. 


WASHINGTON 


SEATTLE—Edgar S. Cox, Jr., elected trust officer of PEo- 
PLES NATIONAL BANK OF WASHINGTON. Cox attended U. of 
Houston, and formerly was trust officer in charge of the 
pension division of the trust department of TEXAS NATIONAL 
BANK, Houston. 


YAKIMA—John Nicholson elected asst. trust officer at 
NATIONAL BANK OF WASHINGTON, replacing Walter E. Weeks, 
Jr., who joined the law firm of Applegate & McDonald. 
























Officers’ platform on main banking floor of United States Trust 
Company’s new building at 45 Wall Street, New York. The coor 
at right rear, directly behind the desk of chairman of the b« ard 
Benjamin Strong, leads to his private office. Portrait in back- 
ground is of Joseph Lawrence, first president of the Trust Company: 
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MERGERS, NEW TRUST POWERS 
& CHANGE OF NAME 


Ontario, Cal. — Trust powers granted 
to First NATIONAL BANK. 

New Haven, Conn. — Proposed merger 
(T&E Sept. p. 894) of NEw HAVEN Na- 
TIONAL BANK and the UNION & NEW 
HAVEN TRUST Co. has been terminated 
because the Department of Justice held 
the proposed consolidation would repre- 
sent a monopoly. 

Canton, Ill. — NATIONAL BANK in- 
cludes trust services in its newly re- 
modeled building. 


Champaign, Ill. — First NATIONAL 












@ BANK has been granted trust powers. 





Crystal Lake, Ill. — Home State 
BANK has been granted trust powers. 
Momence, Ill. — Trust department 
established under powers granted to 
PARISH BANK & TRUST Co. is under the 
direction of Harry L. Heninger, vice 










@ president and trust officer, and John A. 





Parish, cashier and asst. trust officer. 
Both have been with the bank a number 
of years. 

Valparaiso, Ind. — First STATE BANK 
has converted into a national bank and 
has been granted trust powers under the 
name First NATIONAL BANK. 

Des Moines, Iowa — NorTHWEST DES 










MOINES NATIONAL BANK has been 
granted trust powers. 
Morganfield, Ky. — MoRGANFIELD Na- 







#TIONAL BANK has reactivated its trust 
@ department. 







Springfield & Westfield, Mass. — First 





GW NationaL BANK of Westfield merged 





into VALLEY BANK & Trust Co., Spring- 
field, under the latter’s name. 
Caruthersville, Mo. — NATIONAL BANK 
received trust powers. 
Fremont, Neb. — Trust powers granted 









to First NATIONAL BANK. 





Albany & Troy, N. Y. — Merger of 





Wthe NationaL City BANK of Troy into 
qthe Stare BANK oF ALBANY became ef- 
fective. 






Charlotte & Raleigh, N. C. — Merger 





goof First NATIONAL BANK OF RALEIGH 
@ With the AMERICAN COMMERCIAL BANK 
qf Charlotte became effective under the 








name of the latter, and First National 
becomes the Raleigh office. Gary N. Un- 
derhill, First’s president, will be senior 
Vice president and advisory director of 
American Commercial, and all other of- 
9 ficers will remain. 

Ada, Okla. — First NATIONAL BANK 
IN ADA has changed its name to FIRST 
NATIONAL BANK & Trust Co. 

Altoona, Pa. — Merger of CENTRAL 
Trust Co. with ALTOONA TRUST Co. be- 
Came effective under the name of AL- 
TOONA CENTRAL BANK & TRUST CO., be- 
coming the largest bank in Central Penn- 
sy'vania. John H. Dillen, Altoona Trust 
chairman, will be chairman of the new 
institution; Edward B. Felty, president; 
Frank Marsh, executive vice president; 
an: Robert A. Clifford, who was execu- 
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tive vice president and trust officer of 
Central Trust, senior vice president. 
Lufkin, Tex. LUFKIN NATIONAL 
BANK granted trust powers. 
Kingwood, W. Va. — Trust powers 
granted to ALBRIGHT NATIONAL BANK. 


AAA 


IN MEMORIAM 


WALTER E. BEYER, vice president and 
trust officer, BOARDWALK NATIONAL 
BANK, Atlantic City. 

LINDSAY BRADFORD, former president, 
director and vice chairman of City BANK 
FARMERS TRUST Co., now First NATION- 
AL City Trust Co., New York. 

MERWIN S. JENKINS, investment trust 
officer of CHEMICAL BANK NEW YORK 
TrusT Co., New York. 

KINGSLEY KUNHARDT, former vice 
president in charge of trust investments 
of GUARANTY TRUST Co., now MORGAN 
GUARANTY TRUST Co. 

OscaR R. MENNENGA, executive man- 
ager of California Bankers Association, 
San Francisco, and past president of the 
State Association section of the Amer- 
ican Bankers Association (in 1955-56). 

JOHN S. PARKER, vice president in 
charge of the trust department, FIRST 
NATIONAL BANK & TrusT Co., Rockford, 
Ill. 

FRANK F. TayLor, former vice presi- 
dent in charge of trust department, Con- 
TINENTAL ILLINOIS NATIONAL BANK & 
Trust Co., Chicago, and a pioneer in 
midwest trust development. 

JOHN Harpy WEEDON, vice president 
in charge of the trust investment de- 
partment, First NATIONAL BANK OF 
CHICAGO. 
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Replies should be addressed to the 
Code number shown, care of “Trusts 
and Estates,” for forwarding to ap- 
plicant. 


Attorney, 12 years N. Y. bank counsel, 
law firm experience in estate and trust 
administration; expert in taxation, estate 
planning, wills and administration. De- 
sires position as trust officer, or as as- 
sistant with future. 910-1 

Three years experience in all phases of 
security analysis, portfolio management 
and advising clients on investments. 
LL.B., with major in Banking at the 
Wharton Graduate School. Will relo- 
cate. 910-3 

Pension and profit sharing administra- 
tor wishes official connection with oppor- 
tunity to expand into other trust areas. 
Progressiveness and advancement op- 
portunities chief requirements. 911-3 

Attorney, age 34, eight years experi- 
ence principally in estate planning, tax- 
ation, wills, trusts and probate with 25 
man law firm, seeks position with insur- 
ance company, trust department or law 
firm. 911-4 

1959 graduate of Boston College Law 
School desires position as trust officer 
trainee. Elective courses in estate plan- 
ning. B.S. from Holy Cross College. 
Veteran USMC. Married, one child, will- 
ing to relocate, 911-5 

Attorney, 28, four years broad experi- 
ence estate and trust administration 
with large New York trust company, de- 
sires estate planning or administrative 
position in suburban New York trust de- 
partment. 911-6 





EXPERIENCED 
TRUST OFFICER 
West Coast of Florida. 


Send resume and salary data. 


Box H-911-7, Trusts and Estates 
50 East 42nd St., New York 17 





STOCK TRANSFER 


Excellent opportunity for man between 
30 and 40 to assume second position (with 
title) in stock transfer department of large 
California bank. 

Experience in operations is desirable. 

Write, stating experience and salary re- 
quirements. 


Box H-911-1, Trusts and Estates 
50 East 42nd St., New York 17 














desired. All replies strictly confidential. 








FLORIDA — TRUST INVESTMENT OFFICER 
AND 
CORPORATE TRUST OFFICER 


Important, growing trust department of long established reputation has need of well 
trained trust investment and corporate trust officers. Prefer men 30 to 40 who seek 
greater opportunity and have capacity for further advancement. 


We offer connection with a substantial, progressive bank in one of Florida’s choicest 
and most delightful areas. Community wealth. Unusually attractive program of benefits. 


Please furnish full details in first letter as to background, experience; snapshot, salary 


Box H-911-2, Trusts and Estates 
50 East 42nd St., New York 17 
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WHO ELSE HAS 
YOUR PROBLEMS ? 


Where can | get a list of Trust Investment Officers? 
Who’s hiding behind that nominee name? 


If you haven’t yet got your copy of the 


DIRECTORY OF TRUST INSTITUTIONS 


Send in your order now for the 1959 edition listing, 
geographically, the active Trust Institutions and 
officers in charge of their Trust and Investment 
departments, as well as New Business, Pensions 


and Common Trust Funds 


Sample page shown below: 


BIRMINGHAM 
BANK FOR SAVINGS & TRUST MOBILE 
1924 First Ave. N.—1 Tr o/$1 
W. T. COTHRAN—ExVP&TO AMERICAN NATIONAL BANK & TRUST CO, 


8 St. Joseph St.—9 Tro/$1 
WILLIAM B. CRANE—TO 
BIRMINGHAM TRUST NATIONAL BANK 
112 N. 20th St.—2 


JOHN C. SCHOR—VP&TO FIRST NATIONAL BANK 

Invt: JOHN B. COX, JR.—VP 

NB: HENRY A. LESLIE—TO 50 2. Magee Gi-—4 

Pens: CLIFFORD M. SPENCER—TO H. E. COALE—VP&TO 

Nom: Lynspen & Co. CTF: N. Q. ADAMS—AVP&TO 
Nom: Austill & Co. 


EXCHANGE-SECURITY BANK 
317 N. 20th St. Tr u/$1 MERCHANTS NATIONAL BANK 


WILLARD L. HURLEY—TO 106 St. Francis St.—7 Tr 0/$25 
M. B. SLAUGHTER—SrVP 
invt: HARRY A. DINHAM—TIO 


NB: LIONEL W. NOONAN—ATO 
FIRST NATIONAL BANK Pens: GUY FAULK, JR.—VP&TO 


First Ave. & N. 20th St—2 Tr 0/$100 Nom: Finley & Co. 


CHAS. F. ZUKOSKI, JR.—ExVP&TO 
Invt: CARL P. HEARTBURG—VP&IO 
NB: A. KEY FOSTER—VP&TO 

Pens: LYNN UNDERWOOD—ATO 
CTF: GEORGE K. KINMAN—VP&TO 


Nom: Kenneburt & Co. MONTGOMERY 


FIDUCIARY PUBLISHERS 
50 East 42ND STREET, NEW YORK 17, N. Y. 


Please enter order for .................... copy(ies) of the new DIRECTORY OF TRUST 
INSTITUTIONS at $15 per copy (postage prepaid if check accompanies order) 


a Send bill .......... Check enclosed 
Rais SERIES eg 1 ES SSA Lo EE caly Ate SON ces SPBRAS ee 2 dee Cl ae PEE ee Smee aE 


ge iain 5 cpanthecaes satan tence 2 ane ee ee eee Zone........ State 
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1960 Calendar 
Trust & Related Meetings 


Feb. 8-10 — Mid-Winter Trust Confer- 
ence, American Bankers Association, 
New York 

Apr. 1 — Pennsylvania Bankers Asso- 
ciation Trust Conference, Harrisburg 

Apr. 2 — Trust Conference, [Illinois 
Bankers Association, Rockton 

Apr. 20 — Trust Conference, Ohio 
Bankers Association, Columbus 


I, 
{ 
4h 


g gan 


May 12-13 — Southern Trust Conference, | 
American Bankers Association, St. | 


Petersburg 


May 19-23 — Million Dollar Round 


Table, Waikiki Beach, Honolulu 


May 22-25 — Regional Meeting, Amer- 


ican Bar Association, Portland, Ore, 


May 30-June 3 — American Institute of 


Banking, Boston 


June 6-13 — Trust New Business School, | 


New York State Bankers Association, 
New York 


June 12-17 — Ohio School of Banking, 


Ohio U., Athens 


June 12-25 — School of Banking of Wil- | 


liams College, Williamstown, Mass. 


June 13-25 — Stonier Graduate School | 
of Banking, Rutgers U., New Bruns- | 


ick, N. J. 


June 19-July 2 — FPRA School of Pub- | 
lic Relations, Northwestern U., Chi- 


cago 


June 19-24 — Pennsylvania Bankers As- | 
sociation Trust Training School, Buck- | 


nell U., Lewisburg 


June 20-27 — Estate & Trust Adminis- | 


tration School, New York State Bank- | 


ers Association, New York 


July 17-30 — Southwestern Graduate 
School of Banking, Southern Methodist | 


U., Dallas 


Aug. 14-27 — Colorado School of Bank- : 


ing, U. of Colorado, Boulder 


Aug. 15-27 — Pacific Coast School of § 


Banking, U. of Washington, Seattle 

Aug. 29-Sept. 2 — American Bar Asso- 
ciation, Washingion, D. C. 

Sept. 18-21 — American Bankers Ass0- 
ciation, New York 

Oct. 2-6 — Financial Public Relations 
Association, Bosion 

Oct. 9-16 — Association for Bank Audit, 
Control & Operation, Los Angeles 

Oct. 10-18 — National Association of 
Bank Women, Pasadena 

Nov. 9-12 — Regional Meeting, Amer- 
ican Bar Association, Houston 


A AA 


FLORIDA REPORTS TRUST DEPARTM®NT 
EARNINGS 


Trust department earnings in state 
banks and trust companies of Florida 
totaled $870,848 in the fiscal year ended 
June 30, 1959, according to the annual 


report of Comptroller Ray E. G-eet J 


This represented 1.18% of total cu rent 
operating earnings of the repo ‘ing 
banks. 
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[ESTATE PLANNING COUNCIL ACTIVITIES 


HE ESTATE PLANNING COUNCIL OF 
Puerto Rico, Inc., was recently or- 


Beanized in San Juan. Membership in- 


ing, § 
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cludes trust officers, life underwriters, 
lawyers and certified public account- 
ants. Officers elected for 1959-60 are: 
Pres. — Tomas I. Nido, attorney; Vice 
Pres. — Juan Angel Gil, C.P.A.; Sec.- 
Treas. — Ralph G. Whitrod, life under- 
writer. 

Central Arizona (Phoenix) On 
October 5 Eugene T. Garrett, attorney, 
spoke on “Post Mortem Estate Plan- 
ning.” 

Southern Arizona (Tucson) — On 
October 19 Robert I. McCreight, divi- 
sion manager, Prudential Insurance Co. 
of America. discussed “Human Life 
Values.” Charles H. Budinger, of Penn 
Mutual, reviewed the article “Stocks or 
Insurance” in the September issue of 
TRUSTS AND ESTATES. 

Central Arkansas (Little Rock)—A 
program for the 1959-60 season has 
been printed with subjects, speakers, 
their qualifications and their photo- 
graphs. A picture of Little Rock adorns 
the front cover and the officers and di- 
rectors are listed on the back. 

Four teams of members of this Coun- 
cil have enacted before 25 civic groups 
in Little Rock and a number of organi- 
zations throughout Central Arkansas a 
skit on estate planning. This skit was 
worked up by the Pine Bluff Council 
and borrowed from them. The dialogue 
between the “client” and the members 
of the estate planning team takes the 
audience from the “short, simple will” 
idea to a consideration of the problems 
and opportunities connected with minor 
children, property valuation, life insur- 
ance, business buy-and-sell agreements, 
status of a partnership, selection of an 
executor and the marital deduction. 


Fresno, Cal. — On October 13 Lorin 
A. Torrey, San Franisco accountant, 
spoke on “Tax Option Corporations in 
Estate Planning.” 

Los Angeles, Cal. — On October 19 
Hubert W. Paul, attorney, spoke on 
“Current Taxation of the Professional 
Partnership.” 

East Bay (Oakland, Cal.) — On Octo- 
ber 19 the following officers were elected 
for the ensuing season: Pres. — Walter 
C. Frank, C.P.A.; Vice Pres. — William 
T. Brockwehl, trust officer and assistant 
secretary, First Western Bank & Trust 
Co.; Sec.-Treas. — Richard Johnson, 
life underwriter. On October 27 there 
was a round table discussion of Com- 
mon Trust Funds. 

San Francisco, Cal. — On October 7 
Max Weingarten, attorney, and Lorin A. 
Torrey, C.P.A., discussed “Small Busi- 
ness Corporations and the Big Business- 
man.” 

Santa Clara County (San Jose, Cal.) 
—QOn October 19 Alan A. Parker, Cali- 
fornia inheritance tax appraiser, spoke 
on “Evaluating an Estate.” His talk en- 
compassed an explanation of the inheri- 
tance tax, the methods used by his office, 
and the reasons therefor. 

New Haven, Conn. — On October 5 
“The Role of Each Member of the Es- 
tate Planning Team” was examined in 
a panel discussion. The season started 
with 10 accountants, 17 attorneys, 16 
life underwriters and 4 trust officers on 
the membership list. 

Washington, D. C. — On October 20 
Barton E. Ferst, Philadelphia attorney, 
spoke on “A Choice of Entities,” cover- 
ing certain changes in the 1958 revenue 
act which enable businessmen to oper- 
ate their businesses in one form and to 
be taxed in another. 


Central Florida (Orlando) — On Oc- 
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MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION AND FEDERAL RESERVE SYSTEM 















All Trust Services for 


individuals 
professionals 
corporations 
associations 


LOS ANGELES 
BEVERLY HILLS 
SAN FERNANDO VALLEY 


tober 22 Sidney C. Ward, attorney, dis- 
cussed “Legal and Tax Traps of Vari- 
ous Bank Accounts.” 

Northeast Florida (Jacksonville) — 
On October 8 the council held its annual 
Fall Cocktail Party designed particularly 
“to encourage qualified prospective 
members to join the organization.” 
Members bring prospects as guests. 

Southeast Florida (Miami) — On Oc- 
tober 21 a review of 1959 State legisla- 
tion affecting estates, trusts and insur- 
ance proceeds was presented by Edwin 
O. Simon, attorney. Officers elected for 
the ensuing season are: Pres. — Willard 
R. Brown, vice president and trust off- 
cer, First National Bank, Miami; Ist 
Vice Pres. — Beth M. Thompson, 
C.P.A.; 2nd Vice Pres. — Thomas B. 
McGlinn, life underwriter; Sec. — H. P. 
Forrest, attorney; Treas. — Denis P. 
Clum, trust officer, Miami Beach First 
National Bank. 

Hawaii (Honolulu) — On October 15 
Lew Genge, assistant manager, invest- 
ment advisory department, Hawaiian 
Trust Co., spoke on “Problems in Fidu- 
ciary Investment.” 

Calumet (Hammond, Ind.) — On Oc- 
tober 26 the third in a series of panel 
discussions was held. Each of these re- 
lates to an estate problem that has previ- 





Why Delaware? 


Delaware’s unique tax and 
trust laws facilitate the accu- 
mulation, management and 
conservation of property by 
corporations and non-resident 
individuals. 


They are but one reason why 
Wilmington Trust Company, 
as trustee, handles invest- 
ments for corporations, asso- 
ciations and individuals in 
virtually all states and many 
foreign countries. 

Other reasons, of course, are 
Wilmington Trust experi- 
ence; Wilmington Trust facil- 
ities. They unite in making 
ours one of the largest Trust 
Departments in the Nation. 
These benefits are available 
to you—and your clients, We 
welcome your inquiries. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 





1159 








ously been circulated among the mem- 
bers. The panel consisted of John Beck- 
man, attorney, Felix Borto, C.P.A., 
C. W. Melton, vice president of Calumet 
National Bank, and Harold Patterson, 
life underwriter. Officers for the current 
season are: Pres. — John Hinton, New 
York Life Insurance Co.; Vice Pres. — 
Palmer C. Singleton, Jr., attorney; Sec. 
— Harry F. Smiddy, Jr., vice president 
and trust officer, Mercantile National 
Bank of Hammond, Ind., and trust offi- 
cer, First National Bank of Lansing, Ill. 

Fort Wayne, Ind. — On October 5 
Earl Schwalm, president, Lincoln Na- 
tional Bank & Trust Co., spoke on “Mari- 
tal Deduction Trusts.” The 1959-60 offi- 


cers are: Pres. — Herbert Cooper, 
C.P.A.; Vice Pres. — John Bollinger, 
life underwriter; Sec. — James R. Solo- 
mon, attorney; Treas. — Paul Spear, 


assistant vice president and trust officer, 
Anthony Wayne Bank. 

Indianapolis, Ind. — On October 15 
a panel of four members moderated by 
Russell Ryan discussed problems involv- 
ing settlements with the Internal Reve- 
nue Service. 

South Bend, Ind. — On October 26 
Ed. Charlette, C. J. Major, and Mendel 
Piser discussed the general aspects of 
pension plans. 


LARGEST 


Trust Department in 
Central New Jersey 


COMPLETE 


fiduciary services, 





including pension and 
profit-sharing trusts. 


KQUIPPED 


to give you the broad 
benefits of 58 years’ 
experience in the trust field. 


PLAINFIELD 
TRUST 


STATE NATIONAL BANK 
Plainfield, New Jersey 


Des ‘Moines, Iowa — On October 5, 
Richard Strauss spoke on “An Order of 
Procedure for Estate Planning.” 

Baltimore, Md. — On October 13 
four members, representing the four 
professional groups, spoke for ten min- 
utes each on the role of their respective 
groups in the planning of estates. The 
speakers were: N. Barton Benson, 
C.P.A.; Carl E. Wagner, Jr., life under- 
writer; Alexander Gordon III, 
president, Maryland Trust 
Nicholas Shriver, Jr., attorney. 

Boston, Mass. — On October 19 the 
Boston Probate and Estate Planning 
Forum were guests of, and furnished the 
panel of lawyers for the Life Insurance 
and Trust Council. The topic discussed 
was “Practical Pointers for Provident 
Parents.” 

Detroit, Mich. — On October 13 
James F. Thornburg, South Bend attor- 
ney, spoke on “Tarred and Stripped 
Forever — The New Battle Whim of the 
Republic.” 

Flint, Mich. — On October 8 B. Wil- 
liam Steinberg addressed the Council. 
Mr. Steinberg, a New York City life 
underwriter and author, is presently in 
estate planning at the Insurance Society 
of New York. 

St. Louis, Mo. — On October 13 
Francis R. Stout, attorney, presented 
“A Non-Technical Discussion of Estate 
Planning.” 

Eastern New York (Troy) — On Oc- 
tober 13 Dr. Pierre R. Rinfret, vice 
president of Lionel D. Edie & Co., New 
York City, spoke on “Economic condi- 
tions, present and future.” 

Rochester, N. Y. — On October 21 
Robert J. Lawthers, director of estate 
planning services, New England Mutual 
Life Insurance Co., spoke on “Business 
Buy-out Arrangements Implemented by 
Life Insurance — A 1959 Look or 
Rougher Going for the Family Corpora- 
tion, Otherwise Easing of Tensions.” 


Charlotte, N. C. — On October 19 


vice 


iais - 5. 


Norman S. Welch, vice president of the 
Trust Company of Georgia, and head of 
its investment division, spoke on “In- 
vestments in the Light of our Present 
Expanding Economy.” 























Fargo-Moorhead, N. D. — On Octo. | 


ber 12 Alex Holmgren, Duluth agency | 


Ei 


manager for Connecticut General Life 
Insurance Co., spoke on “Business and 
Estate Planning.” 

Cleveland, Ohio — On October 19 
Howard M. Kohn, attorney, addressed 
the Society of Estate Analysts on “Pit- 
falls in the Use of the Split Dollar Plan 
for Stockholder Employees.” 


Dayton, Ohio — On October 8 Nelson : 
4 furt 
Cleveland 


Friedman, vice president, 
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Trust Co., spoke on “Practical Estate | - 
ex 


Planning.” 

Philadelphia, Pa. — On October 28 
William J. Copeland, vice president, 
Pittsburgh National Bank, spoke on 
“Fact Finding and How to Get the 
Prospect into the Trust Company.” 

Puerto Rico — See lead paragraph. 

Aberdeen, S. D. — On October 5 
Pension and Profit Sharing Trusts were 
discussed. Officers elected for the cur- 
rent season are: Pres. — Harlan W. 
Peterson, C.P.A.; Ist Vice Pres. — Or- 
ley Rath, trust officer First National 
Bank; 2nd Vice Pres. — Leroy Craw- 
ford, life underwriter; Sec.-Treas. — 
Vi Stoia, C.L.U. 

El Paso, Tex. — On October 20 Tad 
R. Smith, attorney, presented “Com- 
ments on Buy and Sell Agreements.” Mr. 
Smith’s talk included discussion of the 
law whereby a business may operate in 
one form and be taxed in another. 

San Antonio, Tex. — On October 20 
“Investment Problems in Inflationary 
Times” were discussed by O. Roy Stev- 
enson, vice president, Fort Worth Na- 
tional Bank. 

Toronto, Ont. — On October 6 Ches- 
ter J. Sarich, solicitor, C.C.H. Canadian 
Ltd., spoke on “Estate Taxes and Suc- 
cession Duties.” 
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NEW BUSINESS BIFOCALS* 
CARLYSLE A. BETHEL 


Vice Chairman of the Board and Senior Trust Officer, 
Wachovia Bank and Trust Company, Winston-Salem 


HAVE PREDICTED SUS- 


CONOMISTS 
4 -ipenae prosperity and substantial 
Beconomic growth for the next decade. 
4 But trustmen know that these measure- 
9 ments of future business volume are ex- 
9 pressed in a dollar that has been steadily 
| cheapened over many years. A good deal 
Tof the projected future growth of the 
economy may be simply a reflection of 
¥ {further dollar inflation. Unless our lead- 


a — 


strap ee era 


ee 
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ers are careful, a tragic amount of the 


expected soaring in the “soaring sixties” 
will be inflationary froth. 

What trust institutions must have is 
absolute growth in real business volume, 
measured in terms of serving more cus- 
tomers and serving them in broader and 
more profitable capacities. Whatever 


| progress is made in increasing our abso- 


lute volume of business will largely come 


through doing a more effective job in 


educating and selling people and busi- 
nesses on the usefulness and value of 
trust services. Realizing this, progressive 
trust departments are training their 
staffs to be sales-minded as well as serv- 
ice-minded, 

There is a particular avenue of busi- 
ness development activity, however, 
which perhaps has not been adequately 


‘jused by many trust departments: de- 


veloping between the staffs of the trust 


‘and commercial departments of a bank 
‘ja high degree of mutual understanding 
‘jof the work and responsibilities of each 
‘jand an intense spirit of cooperation in 


obtaining new business. Between the 
horrible and good examples are, I sus- 
pect, a great number of banks where the 





*Condensed from address as outgoing president 
of Trust Division, American Bankers Association, 
Oct. 26, 1959. 


attitude or relationship between depart- 
ments is not negative or aloof, but 
neither is it positive, cooperative, and 
constructive. 

If a bank is to attain its optimum in 
size and service, there cannot be one 
pair of spectacles through which the 
trust department looks for new business 
and another pair for the banking de- 
partment. All personnel of the entire in- 
stitution should have “new business bi- 
focals’ so that each prospect or cus- 
tomer can be seen as a source of suste- 
nance for both departments. 

Wherever there is lack of desirable 
cooperative thinking and action, the 
trust department should take the initia- 
tive in bringing about a change. A happy 
state of coexistence cannot be accom- 
plished by administrative fiat—simply 
by issuing executive memoranda exhort- 
ing cooperation. It must be built on 
personal friendship and respect and on 
recognition of mutual needs and com- 
mon goals, 

Meetings between the staffs of depart- 
ments from time to time provide a 
means of exchanging helpful informa- 
tion and achieving better coordination 
of effort. A commercial banking officer 
will be mindful of what is at stake if he 
is shown periodically the number of ac- 
counts and amount of business the bank- 
ing department has received through the 
trust department. Conversely, he can be 
shown how bank accounts will be lost if 
rival trust institutions or individuals 
are named as executors of the estates of 
present depositors or become trustees of 
pensions or other trusts. 

In our bank, we have an honor club 
in which membership is awarded to 
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those officers of nontrust departments 
who have been instrumental in securing 
trust business. In the first six months 
of this year, 75 of our personnel, none 
of them trustmen, won entry into our 
“‘will-a-month club”; they produced, in 
whole or in part, 144 pieces of trust 
business. In addition, 129 officers and 
staff members assisted us in 351 cases in 
soliciting specific will appointments or 
trust accounts. This entitles them to 
membership in the “entree club.” As 
this business is closed, they will qualify 
to become members of the “will-a-month 
club.” This honor club has been operat- 
ing since 1931. It is our most distin- 
guished sales group, and it becomes 
larger and more important each year. 

The trust department sees to it that 
members of the “entree” and “will-a- 
month” clubs receive ample recognition 
throughout the institution in a number 
of ways, including boosts in our weekly 
publication and other honors. We also 
make sure that these men are kept in- 
formed of the progress being made in 
the leads they give us. 

If trustmen are to capitalize on the 
great opportunity of the coming years, 
we must explain ourselves and our serv- 
ices to all of our nontrust associates, to 
our customers and to the public. 
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ON THE PUBLICITY FRONT 


Newspaper Advertising 


“Petersburg, Virginia?” asks an ad 
that pictures skylines—a smaller city in 
the foreground, a metropolis in the back- 
ground. The text points out that the 
merger of Citizens National Bank of 





Petersburg with State-Planters Bank of 
Commerce and Trusts, Richmond, “en- 
ables us to give you specialized service 
in every phase of trust work, including 
estate administration and investment 
management . . . yet your contact is with 
people you know who are interested in 
you, your family and your business.” 

“The knack of doing things once” 
titles a new approach to the rightly con- 
stant theme of stressing appointment of 
“an experienced executor” in an ad from 
Denver United States National Bank. 
Picturing an old bent-nail puzzle, the ad 
states that “sometimes even a simple 
puzzle can be difficult until you’ve done 
it at least once.” 

“Bridging the future” is the phrase by 
which Boston Safe Deposit & Trust Co. 
links the idea of bridge building and 


investment management. The latter “for 
this and future generations, demands an 
organization equally skilled to perform 
the task.” 

“A little guy and a lonesome road... 
protected by nothing more effective than 
a wooly pup and a wooden gun” is pic- 
tured in an ad of First National Bank, 
Miami, which advises that “you can as- 
sure your child a better fate. Often the 
amount of property you leave is less im- 
portant than the plan you make for its 
use.” 

“Ways to keep your estate from melt- 
ing away” are outlined in an ad of First 
& Merchants National Bank, Richmond. 
The four ways mentioned are: Have 
cash available to meet death costs 
(which may mean checking your insur- 
ance program) ; name a qualified execu- 
tor; consider tax savings in your estate 
plan; and discuss the possible advan- 
tages of a life insurance trust. 

““Mr. First?’ congratulates ten new 
Chartered Life Underwriters!” And in 
the ad of First National Bank, Atlanta, 
you can see him doing it. This annual 
salute to CLU’s includes photo insets of 
the ten new men and a list of the other 
Atlantic CLU’s. “‘Mr. First’ acts as 
executor and trustee for thousands of es- 
tates and trusts, and knows the impor- 
tance of life insurance in estate plan- 
ning.” 

“A bright beacon for banking” is the 
title of a picture of Chase Manhattan 
Bank’s new 410 Park Avenue office. The 


full page advertisement shows not only 








California Property 


When you are handling an estate 
that involves California property... 
the oldest Trust Company in the West 


will be glad to serve you. 


Correspond directly with 
Trust Department 


WELLS FARGO BANK 


SAN FRANCISCO 20 











1162 


the building and exterior of the office, 
but among the officers photographed is 
Eugene J. Olson of the Trust Depait- 
ment counseling a customer on estate 
planning. 

“Ladder to Leadership” is an ad of 
Rockland-Atlas National Bank, Bosi-n, 
reminds one that “the higher you go, the 
more you must know.” Since nobody 
can be an expert at everything, the bank, 
“with generations of sound banking and 
trust experience to its credit,” can help 
handle financial affairs, both business 
and personal. 

The “Picture of an executive who has 
delegated authority to State Bank’s ex- 
perienced investment advisors (who give 
his investments their full-time atten- 
tion)” in an ad of State Bank & Trust 
Co., Evanston, Ill., shows a man at the 
tiller of his boat while vacationing on 
the lake. 

“Are you enjoying your money?” in- 
quires a vacation ad of First National 
Trust & Savings Bank, San Diego. Two 
men are pictured fishing from a canoe 
in a mountain lake and the text suggests 
that if your business achievements have 
earned you the right to be free of anx- 
iety regarding money, you should start 
collecting what is due you—by means of 
trust department investment manage- 
ment. 

“The man who never leaves La Salle 
Street,” in an ad of City National Bank 
& Trust Co., Chicago, is “Mr. 1.S.A.” 
standing for investment service account. 
His picture is made of stock market quo- 
tation pages from the newspaper, and 
his exploits in being able to conduct re- 
search and talk with “key executives” 
are extolled. 

Skillful layout in an ad of Depositors 
Trust Co., Augusta, Me., combines 4 
map of the area with enlargement of the 
word “Trust” to substantiate the phrase 
“Here in the middle of Maine TRUST 
is our middle name!” 

“Is your will as modern as the ‘Space 
Age’?” inquires an ad of Ohio National 
Bank, Columbus, picturing a missile in 
flight. Wills, the ad says, should never 
be permitted to become “out of har: 
mony with your estate needs.” 


Forums 


The annual Business Managemen! 
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Conference sponsored by New Jersey | 


Bank & Trust Co., Paterson, on tiiree 


successive Wednesday evenings in Ccto- | 


ber, brought together senior execulives 
and professional men of northern ‘New 
Jersey for a series of outstanding ad- 
dresses. Dr. Marcus Nadler, profesor 
of Finance, New York University, »re 
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sented an analysis of today’s economy. 
Edmund W. Tabell, securities analyst 
and lecturer, talked about stock market 
potentialities. Dr. George R. Seidel, re- 
search chemist, educator and public re- 
lations man for du Pont, spoke of new 
products and the need for creative indi- 
viduals in business. 

More than 700 ladies—75 per day— 
attended the ten sessions of the Septem- 
ber Women’s Finance Forum conducted 
by Bank of the Southwest, Houston. The 
subjects, selected by a poll of the bank’s 
women coustomers, were “Wills and Es- 
tates,” “Investments,” and “Real Es- 
tate.” The speakers were officers of the 
bank and members of the Texas Title 
Association. This was a revival of a 
forum program sponsored by the bank 
for several years ending in 1953. 


Booklets 


“Guide for your Will,” a new publica- 
tion in French by General Trust of Can- 
ada, Montreal, emphasizes the “preven- 
tive medicine” of good estate planning. 
Tables are provided with space for the 
individual to fill in figures and other in- 
formation regarding his assets, liabili- 
ties, estimated taxes, personal and fam- 
ily data, and various kinds of bequests. 
The several forms of preparing a will 
that are acceptable under Quebec law 
are described, as well as what happens if 
you leave no will. The appointment of 
an executor is discussed, including the 
advantages of appointing the trust com- 
pany. Typical clauses for inclusion in a 
will are offered. The reader is advised 
to consult with his lawyer regardless of 
which form of will he has in mind (holo- 
graphic, English law or registered with 
a notary) and the trust company offers 
to collaborate with the lawyer or notary 
without charge. 

“You don’t need a million . . . to set 
up a trust for yourself and your family” 
advises a folder from Southern Bank & 
Trust Co., Richmond. This folder de- 
scribes how customers can use the 
“twin” Common Trust Funds (fixed in- 
come and common stocks) and thus ob- 
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More than 300 Nassau County (N. Y.) doc- 
tors and their wives attended Long Island 
Trust Company forum held at the Garden 
City Hotel, October 8. Presiding at the 
meeting was president Frederick Hainfeld, 
Jr.. (second from left). At left is Dr. 
Harvey L. Myers, president of the Nassau 
County Medical Society, and far right is 





James C. Waide, trust officer of Long Island 
Trust Co., who spoke on Trusts. Dr. Ralph 
S. Emerson, president Nassau Physicians 
Guild, Inc. (second from right) discussed 
Investment Plans as did George C. Baron, 
attorney for Standard and Poor’s Corpora- 
tion. Speaking on Estate Planning was Ken- 
neth T. Rogers, assistant trust officer. 





“million dollar care for modest 
trusts at low cost.” The same theme was 
used in a newspaper advertisement. 

“Something of Value” is the advice 
and assistance offered to customers and 
prospects in a booklet of that name by 
First National Bank, Atlanta. The illus- 
trated booklet discusses the necessity for 
putting an estate plan—the prospect’s 
own plan—down on paper (a will), the 
job of an executor, the advantages of 
corporate fiduciary, the hazards of joint 
ownership (marital deduction is a better 
way to accomplish this objective) estate 
liquidity, life insurance, disposition of 
family business, living trusts (a “will” 
that you can put into effect now), invest- 
ment agencies, and pension and profit- 
sharing plans as a means to get and keep 
good men in one’s business. 

A new booklet from Montreal Trus! 
Co.—‘“Personal and Corporate Trust 


tain 


Services”—covers in brief compass all 
the services offered and is presented in a 
size and shape to fit into a man’s coat 
pocket. Short descriptions are offered 
for all regular services from estate plan- 
ning and executorships to stock transfer 
and oil and gas industry services. The 
section on special services includes that 
of confidéntial agent and a secretarial 
and accounting service for companies 
not wishing to operate their own ac- 
counting departments. 


A four page folder on stock transfers 
has been published by Marine Midland 
Trust Co., New York, that is brief and 
to the point. It tells the reader about 
four problems he will face when he han- 
dles his own stock transfers and notes 
that the service will save him time, work, 
worry and money. 


(Continued on page 1166) 





Missouri. 


from other states to Missouri. 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancilliary service in 
Missouri or where recommendations are to be made to people moving 
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St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 








1163 








DEFERRED PAYMENT OF TAXES 
(Continued from page 1096) 


could be revised to reflect the revised 
values in the gross estate. 

At the time of assessment of defici- 
ency the portion which is deferable is 
prorated to installments and must be 
paid forthwith to the extent of the 
installments already accrued, and the 
balance is payable at the time the re- 
maining installments of deferred tax are 
due. 

The new provisions also apply to de- 
ficiencies in estate tax assessed after 
September 2, 1958, in estates in which 
the decedent died after August 16, 1954 
and the return was filed prior to Sep- 
tember 2, 1958, if the estate would have 
qualified for extension under the applic- 
able rules and the deficiency is not due 
to negligence, to intentional disregard of 
rules and regulations or fraud. The elec- 
tion to take advantage of the deferment 
of payment of the deficiency must be 
filed not later than sixty days after the 
issuance of notice and demand by the 
District Director for the payment of the 
deficiency. 

When the election is exercised the in- 
terest rate on all deferred installments 
of estate tax is reduced to 4% instead 
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of the customary 6%. Interest on the 
entire amount of the unpaid portion of 
the tax is due and payable annually on 
each installment date. Of course, the ex- 
ecutor always has the right to make 
advance payments which are credited 
against principal for purposes of the in- 
terest provisions. In respect of a defici- 
ency the 4% interest rate applies to the 
potrion prorated for installment pur- 
poses at the rate of 4% from the original 
due date of the tax to the date fixed for 
the payment of the last installment pre- 
ceding the date of the assessment of the 
deficiency, which interest is due and 
payable upon notice and demand. The 
balance of the deficiency not attribut- 
able to closely held business interests 
bears interest at the rate of 6%. 

Apparently, if interest is not paid 
when due the 6% rule applies from date 
of expiration of the extension date. 


Acceleration 


An executor electing to defer any 
portion of the tax must give careful 
consideration to the provisions of Sub- 
section (h) governing acceleration of 
unpaid installments. Complete accelera- 
tion takes place under three different 
circumstances and partial acceleration 
in a fourth circumstance. 


The entire unpaid portion of install- 
ments is immediately due and payable 
upon notice and demand if: (1) any 
installment is not paid on or before its 
due date; (2) withdrawals of money or 
other property are made from the trade 
or business interest in the estate of 50% 
or more of the value of such trade or 
business, or (3) 50% or more in value 
of the business interest is distributed, 
sold, exchanged or otherwise disposed 


of. 

The latter two provisions are not 
brought into play by a redemption to 
pay death taxes and administration ex- 
penses under Section 303 if the amount 


withdrawn or distributed by the corpo- 
ration is used to apply against the de- 
ferred tax on or before the next install- 
ment due after the distribution. Nor are 
they applicable to exchanges of stock in 
tax free reorganizations or by distribu- 
tion by the executor to devisees, legatecs 
or heirs. 

According to the House Committee 
Report a mere turnover of inventory is 
not considered to be a withdrawal from 
the trade or business or disposition of 
an interest in a closely held business. In 
general, however, the disposition and 
withdrawal privileges encompass “all 
possible ways by which the property 
ceases to form a part of the estate; or in 
the case of property which passes direct- 
ly to the heirs upon death, all possible 
ways by which the heirs may divest 
themselves of the property.”?° Under 
this provision a complete liquidation of 
a corporation by the estate would accele- 
rate unpaid installments. 


In addition, an estate cannot accumu- 
late income after its fourth taxable year 
while deferring payment of estate tax. 
Any undistributed income after the 
fourth taxable year must be applied in 
liquidation of the unpaid portion of the 
tax. For this purpose a short taxable 
year constitutes a full taxable year. This 
is another new factor for the executor 
to consider in his determination of the 
taxable year of an estate. 

Undistributed net income is defined 
as the amount by which the distributable 
net income of the estate exceeds (1) the 
amount of income distributed to bene- 
ficiaries plus (2) the income tax on the 


years income and (3) the amount of | 


the estate tax and interest thereon paid 
by the executor during such year. This 
provision should cause little trouble as 
it permits the executor “to make any 
distributions permitted or required by 


10House Committee Report, 85th Cong., 2d. Sess., 
H. Rep. No. 2198 (1958) 15. 
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the testator or by operation of law.”!! 
In most jurisdictions this would permit 
the executor to distribute, pursuant to 
court order obtained for the purpose, all 
current income not needed for income 
tax payments and current installments 
of the estate tax with interest. 


Hardship Provisions 


The Revenue Code for many years 
has contained provisions, now in Section 
6161, for extensions of time to pay es- 
tate tax in hardship cases. The extension 
could be granted for payment of the 
estate tax or any part thereof or for a 
deficiency by the Secretary or his dele- 
gate for a reasonable period not in ex- 
cess of ten years at 4% interest,’* pro- 
vided there was a finding that payment 
on the due date would result in undue 
hardship. The Treasury could require 
the estate to furnish a bond.!* Section 
6161 has now been extended to cover 
payment of any installments or any de- 
ficiency which could be deferred under 
Section 6166. 

The old hardship provisions have 
been stringently construed by the Treas- 
ury. The term means more than an in- 
convenience to the estate and it must 
appear that a substantial loss due to the 


sale of property at a sacrifice price 
J would result by making payment at the 
| due date. If a market exists, the sale of 
] property at the current market price is 


not ordinarily considered as resulting in 


7 undue hardship." 


It is probable that the coupling of 


4 Section 6166 with Section 303 will make 
i it even more difficult than it was before 
to make a showing of undue hardship. 


Lien and Discharge 


The lien for the collection of the es- 





11House Committee Report, 85th Cong., 2d. Sess., 


WH. Rep. No. 2198 (1958) 15. 


121. R.C. Sec. 6601 (b). 
18T_R.C. Sec. 6165. 
4Regulations 20.6161-1(b). 


tate tax persists throughout the install- 
ment period. As a practical matter, the 
election to defer a portion of the tax 
will prevent the executor from taking 
advantage of prompt audit and dis- 
charge from personal liability within 
one year under Section 2204. One of 
the requisites of this section is that the 
tax be paid before the executor can be 


discharged. 


This may pose a serious problem to 
the executor in connection with both 
preliminary and final distribution, par- 
ticularly when there is no tax clause 
placing the burden of death taxes on the 
residuary distributee. Even in the latter 
case unless the executor is the residuary 
distributee, either outright or in a testa- 
mentary capacity, prudence in many 
cases would prevent final distribution 
until the tax has been paid in full. 


If the estate has to be kept open, the 
election to defer estate tax payments, in 
many jurisdictions, will prevent pay- 
ment of a final portion of executor’s 
commissions and attorneys’ fees for the 
full ten year period, a result not likely 
to please the executor or his counsel, 
particularly when keeping the estate 
alive will entail additional cost and ex- 
pense which would probably not qualify 
for extraordinary compensation. 


The new provisions were designed 
primarily to prevent the necessity of 
breaking up of a closely held business 
or its sale to some larger enterprise in 
order to obtain funds to pay death tax.'® 
In true hardship situations where liquid- 
ity to pay death taxes has not been or 
cannot be arranged for, the section will 
be of real help. In other situations, 
which appear to be in the majority, the 
provisions will operate to permit a busi- 
ness to borrow capital from the Govern- 


House Committee Report, 85th Cong., 2d. Sess., 
H. Rep. No. 2198 (1958) 6 and House Committee 
Report, 85th Cong., 2d. Sess., H. Rep. No. 2198 
(1958) 15. 
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ment at 4% interest. However, the prac- 
tical problems involved in keeping an 
estate open for the extra period during 
which installments are being paid may 
dictate that the business borrow the ne- 
cessary funds from lending institutions 
even if it has to pay a higher rate of 
interest and make the funds available to 
the executor to pay death taxes without 
utilization of the installment provisions. 


AAA 
(Continued from page 1084) 


The third case, Commercial Trust Co. 
v. Barnard,? involved investments in 
tax-exempt securities. The beneficiaries 
claimed damages on the ground that the 
bank had not diversified investment so 
as to provide a higher yield. The bank 
was able to present information on the 
taxes paid by each beneficiary. Denying 
the universal application of the require- 
ment of diversification, the court held 
for the bank. The court noted that the 
beneficiaries fared better by having the 
corpus invested in tax-exempt securities 
than would.have been the case if it had 
been invested in higher yield securities. 

Mr. Austin concluded that observance 
of his two “footnotes” may stand 
trustees in good stead some day. 


827 N. J. 332, 142 A. 2d 865 (1958). 
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LEGISLATION AFFECTING TRUSTS AND ESTATES 
(Seventh 1959 Report) 


ALABAMA 


Act 126: Authorizes fiduciary invest- 
ment in bonds of Alabama Education 
Authority. 


DISTRICT OF COLUMBIA 


P.L. 86-201: Exempts employee trusts 
from rules against perpetuities, re- 
straints on alienation and accumulation 
of income. 


ILLINOIS 


H.B. 9: Amends Ch. 3, Sec. 331, relat- 
ing to allowance to children where de- 
cedent leaves no spouse, to include adult 
dependents and to specify amount of 
award. 

H.B. 1482: Amends Ch. 3, Sec. 318, pro- 
viding for temporary administration of 
intestate estates by public administrator 
to protect real and personal estate 
against waste, loss or embezzlement un- 
til letters of administration are issued. 


MISSOURI 


S.B. 105: Amends provisions relating 
to revival of actions against executor or 
administrator of deceased defendant. 


NEVADA 
Ch. 349: Adopts Uniform Act for 
Simplification of Fiduciary Security 


Transfers. 


OHIO 
S.B. 105: Amends Secs. 5731.09 and 
.12 to change inheritance tax rates and 
exemptions, 
WISCONSIN 
Ch. 165: Changes to July 1, 1961, ef- 


fective date of Ch. 210, Laws of 1957, 
relating to husband’s rights to estate 
by curtesy. 


Ch. 221: Amends Sec. 71.08(3) to deny 
deduction on estate income taxes which 
have been allowed as deduction in ar- 
riving at net estate for inheritance tax 
purposes. 


Ch. 278: Establishes procedure for non- 
testamentary trust proceedings in county 
and circuit courts, including conferment 
of power to construe trusts, determine 
duties of trustees and examine accounts. 


Ch. 287: Amends Secs. 232.44 & 232.49 
to provide that, where donor of power 
requires explicit reference thereto by 
donee in order to exercise same, such 
power will not be deemed exercised by 
any instrument unless it contains such 
reference. 


Ch. 406: Provides that if distributee 
of estate renounces all or part of his 
intestate share within 180 days after 
receiving notice of death, no interest 
shall be deemed to have vested in him 
and renounced share passes as if such 
person had predeceased decedent intes- 
tate. 

Ch. 415: Provides that land contract 
and interest in real estate described 
therein belonging to decedent’s estate 
shall be inventoried as personal property 
when the contract is to sell and real 
property when the contract is to pur- 
chase. 

Ch. 450: Repeals and rewrites Sec. 
316.01(1) et al. setting forth conditions 
under which executor or administrator 
may sell, mortgage or lease decedent’s 
real estate or homestead. 
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PUBLICITY FRONT 
(Continued from page 1163) 


An “Attorney’s Handbook of Sugge-t- 
ed Clauses for Wills and Trusts” was 
recently published by Fulton National 
Bank, Atlanta, for complimentary. dis ri- 
bution by the trust department. 


Copies of a July 9 column by Sylvia 
Porter were distributed by the same 
bank with appropriate covering letiers 
and certain paragraphs emphasized. ‘lhe 
letter to attorneys pointed out that Syl. 
via Porter had recommended competent 
legal counsel and said the bank “con- 
stantly recommends the family attor- 
ney.” The letter to those who have 
named the bank in their wills said they 


probably would like to see Miss Porter’s 


comments because the column “confirms 
your good judgment.” 


“Personal Trust,” “Investment Man- 
agement” and “Trust Services for Cor- 


porations and Institutions” each receive | 


two pages of pictures and comment in 
the 70th Anniversary issue of “The 
Northener”—employee magazine of The 
Northern Trust Co., Chicago. The special 


issue, which was distributed to “cus- | 


tomers and friends” as well as employ- 
ees, is replete with colorful photographs, 
and devoted primarily to the present day 


operation, although historical comments | 


are included. The trust department has 
grown from a single office in the Rook- 
ery Building in 1889, “dealing with the 
relatively simple problems of 19th cen- 
tury estates,” to “six floors in the bank 
and adjoining building where hundreds 
of people handle the complex and time: 
consuming tasks of modern ‘trust’ man- 
agement” . .. Among the illustrations in 
this section are typical reports on invest- 
ments and photos of some of Chicago's 
institutions whose endowments are man: 
aged by Northern Trust. 











Proposed investments are reviewed wih 4 
Living Trust customer at luncheon meeting 
at Northern Trust Co., pictured in 70th 
anniversary issue of bank’s “The Norther: er.” 
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Books 


Restatement of the Law. Trusts Sec- 
/ ond 


Americen Law Institute Publishers, St. Paul, 
Minn. (3 vols., 1954 pp.). 

In format this second and revised edi- 
‘ition, although much expanded, follows 
‘ithe pattern of the first edition in 1935. 
: That is to say, the statement of a rule 
Fof law is followed by generalizations of 
typical situations where the rule would 
dapply, or not apply; these being illus- 
trated by the old reliable A and B, in 
the roles of trustee and_ beneficiary, 
while C and D assert divers claims to 
| Blackacre, Whiteacre or other property 
or funds. The reader will find an exact 
q correspondence, in the 460 sections, with 
q respect to both subject matter and num- 
@ ber. 

# 6A _ new feature of the work is an ap- 
q pendix, running 710 pages in the third 
volume and containing, for each section 
a of the treatise, court citations of the 
#@ corresponding section of the first edition. 
q This appendix includes, immediately fol- 
lowing the citations for a given section, 
the Reporter’s Notes thereon, with his 
own commentary and additional cita- 
tions. The Notes are in turn followed by 
cross references to the topic, by key 
numbers of the West Publishing Com- 
pany’s’ Digest System and also to the 
A.L.R. annotations of Lawyers Co-opera- 
tive Publishing Co. Also added, is a 
table of cases cited in the Reporter’s 
Notes. The detailed index is found in the 
second volume. 

Although very little will be found con- 
trary to what was said in the first edi- 
tion, there is much more set forth here 
because of the great expansion in this 
field of the law. As stated in the intro- 
duction, “There have been applications 
of established principles to new situa- 
tions -and these have been covered. 
The effort in Trusts, Second, is to pro- 
vide fuller explanations for conclusions 
reached. We are endeavoring to state 
not only the rule but wherever help- 
ful the reasons back of the rule.” 

Professor Austin W. Scott, the Re- 
perter for both editions, has during the 
intervening years kept continuously 
abreast of developments in the law, not 
ouly as professor at Harvard Law School 
and in his lectures and articles on the 
subject, but also as author of his own 
Cassie work “Seott on Trusts.” 

No one will gainsay that Trusts Sec- 
oad is an asset in the library of any 
fduciary or counsel. 
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Estate Planning Under the 1954 Code 


WALTER E. BARTON. Callaghan & Company, 
6141 North Cicero Ave., Chicago (470 pp. $20). 


The first few chapters of this work are 
devoted to factors which should be con- 
sidered in preparing a plan and pre- 
senting it to the client. These include 
analyses of the client’s interests in sole 
proprietorships, partnerships and the 
close corporation. Chapter 20 is devoted 
to a survey of the estate of a fictitious 
client, and the succeeding chapters con- 
tain a great variety of instruments to 
show “how the recommendations of the 
survey, which the client adopts, are car- 
ried out.” 

The material is well indexed, with a 
table of cases, and clear section head- 
ings. The author’s forty years experi- 
ence as a tax lawyer is evidenced in the 
practical approach to each problem and 
its tax consequences. 


Life and Health Insurance Handbook 


Edited by DAVIS W. GREGG. Richard D. Ir- 

win, Inc., Homewood, Ill. (1060 pp.; $14.50). 

The who’s who of the big business of 
insurance appears to have been culled 
for articles in this handbook. Sixty-nine 
insurance specialists contributed as many 
articles under the master plan conceived 
by Davis W. Gregg, president of the 
American College of Life Underwriters. 
The work is divided into six basic sec- 
tions: Personal life insurance, life in- 
surance for business purposes, program- 
ing and Estate Planning, Health Insur- 
ance, Life Underwriting and Sales Man- 
agement, and The Institution of Life In- 
surance. There are numerous illustra- 
tions of the text matter, as well as tables, 
and 19 appendices containing sample 
contracts and other forms, as well as an 
index. The handbook is intended for use 
by insurance practitioners, “as an in- 
tensely practical tool,’ and will serve 
such groups as lawyers, accountants and 
trust officers in the same capacity. 


Fundamentals of Federal Income, Es- 
tate and Gift Taxes, Fifth Ed. 
EDWIN H. WHITE. Research and Review Ser- 
vice of America, Inc., 123 West North St., In- 
dianapolis 9, Ind. (242 pp.; $5.75). 

With emphasis on life insurance and 
annuities, this fifth edition (recom- 
mended as text for Part III of the 
C.L.U. examinations) details the changes 
in income, gift and estate taxes brought 
about by the Technical Amendments Act 
of 1958. One part is devoted to estate 
settlement arrangements. A table of 
cases and index concludes the study. 


Estate Planning and Income Taxa- 
tion: 2 
LESTER RUSOFF, Editor. Montana State Uni- 
versity Press, Missoula (483 pp.; $15). 
The major portion of this report of 
the proceedings of the fifth and sixth 
annual tax schools, presented by the 


Montana State University School of Law, 
is concerned with pension and profit 
sharing plans, and related problems. 
Other topics include Contracts for De- 
ferred Compensation; Relative Advan- 
tages of Partnership and Corporation; 
Short Term Trusts; Valuation Prob- 
lems in Estate Planning. 


BOOKLETS 


Real Estate Transactions — Federal 

Tax Impact 

Commerce Clearing House, Inc., Chicago 46 (96 

pp.; $1.50). 

For quick tax answers in every type 
of real estate transaction, this will pro- 
vide a handy guide. It follows the para- 
graph style of the publishers’ loose leaf 
services. A table of cases and topical 
index appear at the end of the booklet. 


Building An Estate For A Crippled 

Child 

GEORGE M. RIDEOUT and JOHN D. RIOR- 

DAN. National Society for Crippled Children 

and Adults, 2023 West Ogden Ave., Chicago 12 

(22 pp.; 25¢). 

The authors, both associated with Bab- 
son’s Reports, have had direct experience 
with the practical problems of the crip- 
pled. They write to parents: “Please do 
not try to build an estate that becomes a 
physical or emotional strain. In most 
cases, no matter how big an estate you 
are able to build, it will not compare 
in the mind of your crippled son or 
daughter with the comfort of having you 
around.” They then proceed with advice 
and warnings on the practical aspects of 
estate planning for a crippled young 
person, 


ARTICLES 


Planning for Disposition of Substan- 
tial Interest in Closely Held Busi- 
ness — Part II — Planned Disposi- 
tion of a Partnership Interest 
ALAN N. POLASKY, Iowa Law Review, Fall, 
1959 (Iowa City; $1.75). 

Every circumstance of partnership 
planning, with the tax consequences, is 
treated in this 65-page article. The prior 
Part I, dealing with proporietorship 
planning, was published in the Fall 
1958 issue; concluding Part II will ap- 
pear later. 

Professor Polasky discusses a partner- 
ship’s bread and butter problems, as well 
as the incidents of death and dissolu- 
tion, buy-sell agreements, and continuing 
the affairs of the partnership after the 
death of one of the members. He points 
out that the partnership, like the pro- 
prietorship, is extremely vulnerable to 
premature and sacrificial liquidation in 
the absence of proper planning. The part- 
nership does, however, offer somewhat 
greater opportunities for effective con- 
tinuation because of the presence of po- 
tential successor management, or for a 
reasonable disposition since a potential 
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willing buyer is quite often furnished 
by the co-partner. He advises constant 
appraisal of the situation, from the point 
of view of family as well as business 
considerations. 


Retirement Savings for the Self-Em- 
ployed 

F. JOSEPH DONOHUE, American Bar Associa- 

tion Journal, August, 1959 (1155 E. 60th St., 

Chicago, $.75). 

The author highlights the arguments 
advanced at recent hearings before the 
Senate Finance Committee on _ the 
Smathers-Keogh-Simpson Legislation and 
gives his reasons why admitted tax in- 
equities should be removed so as to place 
the self-employed person in a position 
comparable to that of the employee cov- 
ered by corporate pension plans. 


Tax Frontiers of Trust Law 


BYRON S. MILLER and DONALD J. YEL- 

LON, University of Chicago Law Review, Sum- 

mer, 1959 (5750 Ellis Ave., Chicago 37; $2.25). 

In 1954 some 424,915 trusts and es- 
tates filed returns with the federal gov- 
ernment. Out of the trusts reporting in- 
come, 24% showed income of under 
$1000; 41%, income between $1000 and 
$5000; 15%, $5000 to $10,000; and only 
20% reported income of more than 
$10,000. These figures, the authors state, 
do not reflect the impact of the 1954 
Code provisions which have given rise 
to a large number of small short-term 
trusts. The great increase in the num- 
ber of trusts and changes in the size of 
trusts have caused major changes in ad- 
ministration and accounting problems, 
in order to conform to the requirements 
of the tax laws. The tax impact is felt 
to impose new liabilities on fiduciaries 
which the courts must recognize, as has 
been done in the case of corporate ac- 
counting methods. 


Minority Doctrine Concerning Direct 
Restraints on Alienation 


HERBERT A. BERNHARD, Michigan Law Re- 
view, June, 1959 (Ann Arbor; $1.50). 


This is an argument for the removal 
of arbitrary restraints on alienation, 
and the substitution of a rule, such as 
followed in Kentucky, which upholds re- 
straints which are reasonable in all the 
circumstances. 


Stock Redemption Agreements Fund- 
ed by Life Insurance 

JOEL IRVING FRIEDMAN and HENRY L. 

WHEELER, Jr., Taxes, October, 1959 (4025 

W. Peterson Ave., Chicago; $.75). 

Lessons to be learned from the Prunier 
and Sanders cases, reviewed here, in- 
clude: The corporate purchase of the 
stock of a deceased stockholder presents 
certain problems which do not exist 
where the surviving stockholders indi- 
vidually purchase the decedent’s shares, 
and although in general the corporate 
purchase is preferable, circumstances 
alter cases. The circumstances and cases 
are fully described. 


Some Practical Uses of Life Insurance 
in Modern Business 
Cc. B. McCAFFREY, Journal, American Society 


of Chartered Life Underwriters, Fall, 1959 
(3924 Walnut St., Philadelphia 4; $1.50). 


Among the topics embraced in this dis- 
cussion, and chiefly illustrated, are the 
uses of life insurance to protect a busi- 
ness from the loss or disability of a 
key man. Other uses are the provision 
of security for the employee, with 
greater return on his investment dollar; 
and the so-called “split-dollar plan” 
whereby one party, usually the employer, 
deposits that portion of the premium 
equal to the annual increase in cash 
value, while the other, the insured em- 
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ployee, pays whatever difference is ~»e- 
quired to meet the cost of the pure in- 
surance or protection element. Under the 
latter plan, upon the death of the n- 


sured the first party received an amount § 
equal to the cash value (his total con- 
tribution) and the insured’s beneficiary F 


is entitled to the remainder. 


State Street Decision Makes Urgent | 
Review of Powers of Settlor-Trus- 


tee 


WILLIAM K. STEVENS, The Journal of 7 axa- 
tion, September, 1959 (147 E. 50th St., New 
York City 22; $1.50). 


Mr. Stevens, who is assistant vice 
president of the First National Bank of 


trusts, irrevocably established by his 


three children under terms of his settle- | 
ment agreement. The court considered | 
that Mr. Cushing’s retained powers, such | 


as the power to exchange property, to 
invest and reinvest, to allocate receipts 
and disbursements, coupled with common 
law powers, resulted in permitting him 
as trustee to “very substantially shift 
the economic benefits of the trusts be- 
tween the life tenants and the remainder- 
men.” The author considers the case one 
of serious importance to fiduciaries who 
are also donors of trust estates. 


Will Clauses Dealing with Taxes and 
Administration Expenses 


AUSTIN FLEMING, Illinois Bar Journal, July, 
1959 (424 So. Second St., Springfield; $1). 


Essentials of a good tax clause are 
described, and then such a clause is set 
forth verbatim. Reimbursement rights 
and waivers are also carefully outlined, 
with typical provisions for protection of 
fiduciaries and beneficiaries. Likewise, 
the subject of administration expenses is 
illustrated in discussion and will pro 
vision. Mr. Fleming draws on federal 
and Illinois law, and his own experience 
as attorney for the Northern Trust Con- 
pany of Chicago. 


The Executor and Series E Bonds 


ROBERT G. MULLEN, Illinois Bar Journal, 
July, 1959 (424 So. Second St., Springfield; 
$1.). 

This article summarizes the tax treat- 
ment of Series E bonds under Federal 
Estate, Illinois Inheritance and Income 
Tax laws, and the obligations of the 
executor thereunder. If such bonds aré 
registered in sole ownership, the Estate 
and Inheritance tax laws are similar i? 
requiring them to be returnable just like 
any other asset at date of death value 
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Chicago, here urges a review of every | 
trust, in which the donor holds broad | 
administrative and investment powers, | 
in order to assess the risk of the trust : 
being included in the estate of a donor- | 
trustee under the doctrine of the recently | 
decided State Street Trust Company case | 
(263 F2d 635). In that case the First | 
Circuit Court included in Milton L. Cush- | 
ing’s estate the value of three separate 
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If jointly-owned, they are returned on 
same basis as joint tenancy property, 
viz., one-half the value of the bond 
would be considered to have passed from 
the decedent to the surviving co-owner 


Junder Illinois law. Variations in situa- 
tions involving income tax conclude the 


article. 


Variation of Trusts Act, 1958 


Journal of Institute of Bankers, August, 1959 
(Lombard St., EC 3, London). 


Decisions of English courts during 


| the past year, under the new “Variation 


jof Trusts Act” indicate that the scope 
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of the Act is very broad and will be of 
great benefit to a wide range of trusts 


or unforeseen difficulties, would other- 
wise no longer be giving effect to the 
wishes of the settlor. The provisions of 
the Act and court rulings are here ex- 
plained in English understandable to the 
layman. 


} Place of Variable Annuities in Law 


and Economics 


JOHN H. DORSEY. Notre Dame Lawyer, Aug- 
ust, 1959 (Notre Dame, Indiana; $1.50). 


The author was counsel for the Na- 
tional Association of Securities Dealers 
in the litigation that recently culminated 
in a Supreme Court decision upholding 
the view of “variable annuities” ad- 
vanced by him. In this article he explores 
the genesis, the commercial and eco- 
nomic attractions, and a commercial ver- 
sion of the “variable annuity.”’ The issues 
in his test case are discussed, and he 
cautions the reader that his views are 
those of the advocate. 


Insurance-Annuity Combination in 

Estate Planning 

JOEL IRVING FRIEDMAN and HENRY LA- 

MONT WHEELER, Jr. The Practical Lawyer, 

October, 1959 (133 So. 36th St., Philadelphia 

4; $2). 

The purchaser of an _ insurance-an- 
nuity combination, according to these 
authors, “pays a single premium for two 
Separate undertakings of the insurance 
company. First, the company will pay 
a stated amount on the insured’s death. 
Second, the company will pay a stated 
amount in annual, or other instalments 
as long as the purchaser lives and no 
longer.” The history of this combination 
is reviewed, then tax aspects are ex- 
amined, its use in estate planning is con- 
sidered, both in theory and in practical 
cases, 


Fects For Family Estate Plan 


HOMER I. HARRIS. The Practical Lawyer, 
October, 1959 (133 So. 36th St., Philadelphia 


4; $2) 

l'rying to prepare an estate plan with- 
ou" all the facts, is like trying to build 
a house without material, Mr. Harris 
comments. He explains the use of check 
lists on such subjects as, “general facts, 
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assets and liabilities; domicile; health; 
family; previous will; marital obliga- 
tions; beneficiaries; tangible personalty; 
bank accounts; realty; insurance; docu- 
ments; name; loans; retirement rights” 
and about 35 other items. There are 
actual check lists for many of the topics 
discussed, such as the first above men- 
tioned and wills (including administra- 
tive provisions and marital rights). All 
this is a generous gift from Mr. Harris’s 
experience. 
Insurance For 
Charges 


Estate Settlement 


JAMES F. OATES. Illinois Bar Journal, Sep- 
rai 1959 (424 So. Second St., Springfield; 
Mr. Oates, president of the Equitable 
Life Assurance Society of the United 
States and a member of the Bar, under- 
takes a searching examination of his 
subject and gives abundant help to the 
lawyer engaged in estate planning. He 
states that lack of liquidity in an estate 
“all too often creates a stumbling block 
upon which the entire estate plan trips 
and falls;” and emphasizes that life in- 
surance has characteristics which make 
it an ideal means of providing such funds 
. adaptable to the needs of almost 
any estate situation. 


A AA 


Nine G.S.B. Trust Theses 
Approved 


Nine of the 29 theses of the class of 
1959 approved by the Stonier Graduate 
School of Banking for permanent place- 
ment in the libraries of Rutgers, Harv- 
ard and the American Bankers Associa- 
tion are on trust subjects. These were 
chosen from a total of 343 theses sub- 


mitted by the class. The trust subjects 
and their authors are: 


“Tax Consequences of Terminated Es- 
tates and Trusts under the Internal 
Revenue Code of 1954” — J. P. Camil- 
li, trust officer, First National Bank 
& Trust Co., Lima, Ohio. 

“Simplification of Fiduciary Security 
Transfers: Efforts and Results” — F. 
P. Foster, corporate trust officer, Bank 
of Delaware, Wilmington. 

“Problems Concerning Inter Vivos Gifts, 
Joint Tenancies, and Totten Trusts as 
Assets of Decedents’ Estates” — J. A. 
Fryatt, assistant vice president, Chase 
Manhattan Bank, New York. 

“The Corporate Executor Faces the 
Widow” — J. F. Kelso, assistant secre- 
tary, Wilmington Trust Co., Wilming- 
ton, Del. 

“Estate Planning Problems of California 
Transfer Residents” — H. E. Parker, 
Jr., assistant vice president and as- 
sistant trust officer, First National 
Trust & Savings Bank, San Diego. 

“The Short Term Trust: Its Uses and 
Applications” C. W. Poindexter, 
assistant trust officer, Citizens Fidelity 
Bank & Trust Co., Louisville, Ky. 

“The Estate of Stephen Girard and the 
Future of Charitable Trusts” — L. C. 
Tashjian, assistant trust officer, Farm- 
ers Bank of the State of Delaware, 
Wilmington. 

“Pension, Profit-Sharing and Stock 
Bonus Plans for Small Banks” — W. 
D. Webb, assistant secretary, Jenkin- 
town Bank Trust Co., Jenkintown, Pa. 

“Use of a Trustee in Financing Equip- 
ment Leases” — H. M. White, Jr., as- 
sistant treasurer, Bank of New York. 
The theses are now being printed and 


will be available for reference about 
January 15, 1960. 
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opportunity to help. 


First MERCHANTS 


NATIONAL BANK OF RICHMOND 


Member Federal Deposit Insurance Corp. 
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CHARLES H. Morss, Sr., former presi- 
dent of Fairbanks, Morse & Co., left the 
major portion of his estate to his son 
and two daughters after providing gifts 
of certain paintings to Beloit College and 
$5,000 for the maintenance of the Morse 
Collection at the College, and cash lega- 
cies of approximately $16,500. The son 
is to receive $50,000, certain real proper- 
ty, 2000 shares of Canadian Fairbanks 
Morse and 400 shares of Harris Trust 
& Savings Bank of Chicago, named co- 
executor and co-trustee, plus one-third 
of silverware, paintings, art objects and 
books. The remainder of the latter items 
is divided between the daughters, each 
of whom also receives $25,000. The resi- 
duary estate is left in trust for the chil- 
dren, income from three separate funds 
to be paid quarterly to each of them, 
or their descendants per stirpes, until 21 
years after the death of the last sur- 
vivor of the son and daughters. 


DONALD ROEBLING, who developed and 
gave to the Government patents to the 
Alligator Amphibian used by the armed 
forces in World War II, left an estate 
estimated at between $3,500,000 and 
$4,500,000. He set up three trusts under 
his will, two for his widow and one, in 
the sum of $1 million, for a hospital in 
Clearwater, Fla. The widow will receive 
the income of the “marital deduction” 
trust with power to appoint the principal 
upon her death. She is also the benefi- 
ciary of a trust of the residuary estate, 
the unexpended principal of which is left 
to her son by a former marriage. Other 
gifts included provisions for employees 
which were satisfied during the testator’s 
lifetime and therefore revoked by a 
codicil. The First National Bank of 
Clearwater was named co-executor and 
co-trustee. 


ALBERT STONE, JR., Boston philanthro- 
pist, left his entire estate, valued at 
more than $17 million, mostly common 
stock, to the Boston Safe Deposit and 
Trust Co., as trustee of the Permanent 
Charity Fund of that city. The trust 
company was named executor in a will 
which consisted of four brief directions 
as to the payment of debts and funeral 
expenses, the charitable gift, the naming 
of the fiduciary and grant of unrestricted 
power of sale. The will was executed 
more than twenty years ago. 

















VERMONT HATCH, a partner 
New York law firm of White & Case, 








in the 4 


and general counsel and former Trustee § 


of Columbia University, named his wife 
executrix and the Bankers Trust Co, of 
New York City, as sole trustee under 
his will. After providing for cash leg- 
acies to two employees, and the bequest 


of all tangible personal property to Mrs, | 


Hatch, including all jewelry, books, pic- 
tures, automobiles, household furniture, 
and farm equipment, with the proprie- 
tary lease on a New York City apart- 


ment, the residuary estate is directed | 


to be divided into two shares. Share A, 
qualifying for the marital deduction un- 
der the federal estate tax law, is to be 
computed by deducting the value of all 
other property bequeathed to the wife, 
plus life insurance and property passing 
to her outside the will. This Share is to 
be held in trust and net income paid 
quarter-annually, with such amount of 
principal as Mrs. Hatch shall request 
up to $15,000 in any one calendar year, 
and any remaining principal to be dis- 
tributed at her death in accordance with 
her testamentary directions. Share B is 
made subject to the payment of all es 
tate, inheritance, succession and legacy 
taxes, and interest and penalties, and the 
remainder is to be held in trust for Mrs. 
Hatch’s benefit and net income to be pai 
to her. After her death the trust is t0 
continue for the benefit of a sister of 
the testator; and on the death of the 
survivor of these two beneficiaries, the 
principal of trust B is to be divided 
among eight nieces and nephews, or thei! 
issue. 


Other corporate fiduciary appointments: 


PauL LITCHFIELD, honorary _ board 
chairman, Goodyear Tire & Rubber Co: 
Cleveland Trust Co., co-executor. 

EuGENE McAULIFFE, retired _ board 
chairman, Union Pacific Coal Co.: Omaha 
National Bank, executor. 

WILLIAM G. STUBER, former presidett, 
Eastman Kodak Co.: Security Trust (0, 
Rochester, co-executor and trustee. 

JAMES C. WARREN, vice president, 4 
M. Kidder & Co., investment banker’: 
Grace National Bank, New York, 
executor. 

HENRY P. FLETCHER, former chaii'mal; 
Republican National Committee: Cone 
toga National Bank, Lancaster, Pa, 
trustee. 
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ESTATE TAX 


Interest of surviving spouse for mari- 
tal deduction purposes controlled by state 
law. Decedent left his spouse one-half 
interest absolutely in his estate, with 
life interest in other half. No provision 
was made for payment of estate tax; 
however, state probate court (South 
Carolina) held that widow’s interest was 















a “free and clear of estate tax.’’ Commis- 





sioner determined that marital deduc- 
tion should be reduced by proportionate 
share of estate tax. 


HELD: For estate. State court decree 
is binding on estate and beneficiaries. 
Ultimate share of widow is determined 
under state law. Her share is exempt 
from estate tax and no reduction is to 
be made for proportionate part of estate 
tax. FE. B. Smith v. U. S., D.C. W.D. So. 
Car., Sept. 18, 1959. 
















Life interest in trust income with 
power of invasion of corpus does not 
qualify for marital deduction. Decedent’s 
widow was life income beneficiary of 
testamentary trust. Their children were 
remaindermen. She was given “sole 
power of management and control of 
the trust property” with right to sell 
stock, invest proceeds, and vote stock. 
Additionally, she had right to encroach 
upon principal for her benefit at any 
time in her sole discretion without ac- 
counting to children. Estate claimed 
marital deduction for value of life in- 
come interest. 


HELD: For Commissioner. Under 
local (Tennessee) law, widow did not pos- 
sess fee interest in trust corpus. More- 
Over, she was not given power to ap- 
point corpus to herself or as part of her 
estate. It was decedent’s intent to leave 
Something to children in event entire 
corpus was not exhausted. Est. of T. J. 
Semmes v. Comm., 32 TC No. 119, Sept. 
22, 1959. 







































Value of transferred stock included in 
estate where donor was not competent. 
In 1947, decedent was confined to hos- 
pital for mentally sick. Although she was 
confused most of time, she had lucid in- 
te-vals during which she was capable of 
Mcnaging her business affairs, During 
1347 and 1948, she made gifts to her 
fomily members, and executed proper 
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gift tax returns. In 1950, she made fur- 
ther gifts to her grandchildren. During 
1949 and 1950, her condition had grown 
progressively worse, and after suffering 
stroke in 1951, she had no further pe- 
riods of mental lucidity. Commissioner 
included value of all gifts in decedent’s 
estate. 

HELD: For estate. In 1947 and 1948, 
decedent understood nature of and in- 
tended to make gifts, and consequently 
was competent donor. She was, however, 
incompetent to make 1950 gift and thus 
she remained legal owner of this proper- 
ty at time of her death. Only this latter 
property was includible in estate. Est. 
of B. F. Thompson v. Comm., T.C. Memo. 
1959-183, Sept. 29, 1959. 


INCOME TAX 


Trusts for children recognized as valid 
partners. In 1953, taxpayer executed two 
trusts for benefit of his infant daugh- 
ters, age 2 and 5. $10,000 in cash was de- 
livered to each trust. On same date, 
taxpayer executed limited partnership 
agreement, with himself as general part- 
ner and trusts as special partners. Rea- 
sonable compensation was provided for 
taxpayer for his services, and distribu- 
tive shares of trusts and taxpayer were 
proportionate to their capital investment. 
Commissioner allocated distributive share 
of trusts to donor for income tax pur- 
poses. 


HELD: For taxpayer. Family partner- 
ship is to be recognized where transfer 
is bona fide. Compensation was reason- 
able and distributive share proportionate 
to investment. Under these circumstances, 
partnership interests must be recog- 
nized. Louisville Chair Co. v. U. S., D.C. 
W.D. Ky., Sept. 2, 1959. 


Payments to widow of corporate offi- 
cer held to be gift. Upon death of cor- 
porate officer, company passed resolution 
to pay widow amount equal to his salary 
for remainder of year and for following 
year. There had been no previous agree- 
ment for such action, nor did the com- 
pany have any previous policy of making 
payments. Deceased had been fully com- 
pensated for services during his lifetime 
and nothing remained due him. Widow 
included amount received in her income. 


SAMUEL J. FOOSANER 


Foosaner, Saiber & Schlesinger, Newark, New Jersey 















She later filed claim for refund which 
Commissioner denied. 


HELD: For taxpayer. Payment repre- 
sented gift to widow and was not tax- 
able to her. Nothing was due decedent 
at time of his death, and company was 
in no way obligated to make payment. 
V. Steinberg v. U. S., D. C., Neb., Sept. 
18, 1959. 


Employee’s widow’s pension is not in- 
come in respect of decedent. Plaintiff’s 
deceased husband was receiving pension 
at time of his death. He had elected re- 
duced rate’of pension for life so that 
if his widow survived him, she would re- 
ceive pension for her life at one-half 
reduced rate. Part of decedent’s service 
with company had been rendered abroad 
and he was entitled to exclude certain 
percentage of pension from his taxable 
income since it represented in part de- 
ferred compensation for services -ren- 
dered abroad, while non-resident of 
United States. Widow claimed she was 
entitled to same percentage exclusion. 


HELD: For Commissioner. In order to 
qualify for exclusion, income would have 
to qualify as “income in respect of de- 
cedent,” i. e., income in hands of widow 
must have same character in her hands 
that it would have had in hands of de- 
cedent had he lived. But decedent would 
not have received proceeds since they 
were payable only to his widow. They did 
not represent continuation of pension, 
which ceased upon his death. Widow 
could not, therefore, exclude portion as 
deferred compensation for services ren- 
dered abroad. Lacombee v. U. S., D. C. 
N.D., Calif., Oct. 2, 1959. 


Premium on employee’s annuities de- 
ductible as business expense. Taxpayer’s 
pension plan provided for coverage of 
qualified employees under age 70. Four 
employees were ineligible to participate 
in plan solely because they were over 
age of 70. Taxpayer adopted resolution to 
spend some $22,000 to provide these em- 
ployees with annuities comparable to 
those provided for employees covered by 
plan. Commissioner disallowed deduction 
for premiums paid. 

HELD: For taxpayer. Premium was 
deductible as business expense. It did 
not represent payment of compensation 
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under any plan deferring receipt of com- 
pensation. Pension trust provisions of 
law thus did not apply. The H. B. Ives 
Co. v. Comm., T. C. Memo. 1959-187, 
Sept. 30, 1959. 


Death benefits under exempt employ- 
ees trusts constitute income in respect 
of decedent. Taxpayers were beneficiaries 
of employee-participant in noncontribu- 
tory exempt employees’ trust. Upon em- 
ployee’s death, distributions from trust 
were made to taxpayers. Taxpayers 
maintained proceeds represented income 
in respect of decedent and they were, 
therefore, entitled to deduction for por- 
tion of estate tax paid on value of pen- 
sion right by estate of deceased em- 
ployee. Commissioner denied deduction. 

HELD: For taxpayers. Purpose of 
section of law giving credit for estate 
taxes paid on income received by bene- 
ficiary is to avoid double taxation. Noth- 
ing in pension trust sections of law pro- 
hibits such treatment, and since section 
providing for credit shows broad con- 
gressional intendment in similar situa- 
tions to one here, taxpayers were en- 
titled to deduction. Hess et al. v. Comm., 
8rd Cir., Oct. 16, 1959. 


REVENUE RULINGS 


Income Tax: Accrual basis taxpayer 
chargeable with trust income to date of 
death. Accrual basis taxpayer was bene- 
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ficiary of trust which was required to 
distribute income currently. 

Service rules that under section 652 (a) 
of 1954 Internal Revenue Code, where 
trust income is distributable currently, 
beneficiary is taxable on such income, 
whether it is actually distributed or not. 
Section 451 (b) of 1954 Code provides 
that in case of accrual basis taxpayer, 
any amount accrued only by reason of 
death of taxpayer is not to be included 
in taxable income of taxpayer for period 
in which falls date of his death. Service, 
however, holds that latter section is not 
in conflict with section 652 (a) and 
amounts are includible pursuant thereto. 
Rev. Rul. 59-346, I.R.B. 1959-42, p. 10. 


TECHNICAL INFORMATION 
RELEASE 


Income Tax: Contribution to employ- 
ees’ trust may be deducted in year fol- 
lowing trust termination. Employer ter- 
minated employees’ profit sharing trust. 
In subsequent year when trust no longer 
existed, employer deducted carry-over 
contribution from prior year. 

Service rules it will follow Third Cir- 
cuit Court of Appeals decision in Rogev’s, 
Inc. v. United States, 265 F. (2d) 615. 
In this case, court held that regulations 
which provide that deduction would be 
allowable only for taxable year of em- 
ployer ending within or with taxable 
year in which trust is exempt, was ad- 
ditional requirement not required by In- 
ternal Revenue Code (Section 23 (d) of 
1939 Code, section 404 (a) of 1954 Code). 
T. I. R. No. 181, Oct. 16, 1959. 


AAA 


e Boston Safe Deposit and Trust Co. 
has announced its fourth annual com- 
petition for excellence in estate planning 
and drafting at the schools of law of 
Boston College, Boston University, Harv- 
ard University and Suffolk University 
for the academic year 1959-1960. Prizes 
totaling $500 will again be offered at 
each school for the three best solutions 
to a problem prepared by attorney mem- 
bers of the Boston Estate Planning and 
Probate Forum. 


“ESTATE PLANNING” AT GERMAN 
UNIVERSITY 


Joseph L. Whyte, vice president in charge 
of the trust department of American Secur. 
ity & Trust Co., Washington, D. C., ad. 
dressed a group of some forty law students 
of the University of Frankfort this past 
May. The invitation to visit the University 
was arranged by Prof. Dr. Heinrich Kron. 
stein, Dean of the Law School, shown at 
left in front of the University. Mr. Whyte 
discussed Estate Planning and sketched the 
major functions of a modern American trust 
company, after which numerous questions 
were asked by the students (in very cap 
able English) with particular interest being 
shown in pension and profit-sharing trusts, 













































































Also shown in the photo are Mrs. Whyte | 


and a student. 





Rasmussen New President of 
State Bank Supervisors 


Irving C. Ras- 


Commissioner of 
Banks, was ad- 
vanced to president 
of the National As- 





IRVING C. RASMUSSEN 


Hollywood, Fila. 

Other officers elected are Dick Simp- 
son, Bank Commissioner, Arkansas, first 
vice president; 
Secretary of Banking, Pennsylvania, sec- 
ond vice president; W. P. McMullan, Jr., 
State Comptroller, Mississippi, third vice 
president; Edward H. Leete, Deputy 
Superintendent of Banks, New York, 
treasurer; and Thomas D. Jones, Jr., 


Deputy Commissioner of Banking, Vir- 
ginia, secretary. 
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sociation of Super- | 
visors of State | 
Banks at the re | 
cent convention in | 


Robert L. Myers, Jr, | 


mussen, Minnesota | 
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ACCOUNTING — Court — Order Ap- 
proving Trustee’s Accounts not 
Final as Between Life Tenant and 
Remainderman 


California—District Court of Appeal 


Estate of Edwards, 173 A.C.A. 823 (Sept. 
1959). 


18, 


From an order distributing certain as- 
sets of a testamentary trust to one of 
the remaindermen, Elizabeth, another re- 
mainderman, Alfred, appealed, claiming 
that Elizabeth had been overpaid on a 
previous distribution to the extent of 
$7,200. Respondent relied on previous 
orders settling accounts of the trustee 
on the theory that unauthorized pay- 
ments out of principal to a beneficiary 
had been approved by such orders. 

HELD: Although the settlement of a 
trustee’s account is an adjudication so 
far as the trustee is concerned that pay- 
ments out of principal or income have 
been properly made, this rule does not 
apply as between life tenant and re- 
mainderman, and the question of whether 
the disbursement should have been to 
the life tenant as income or whether the 
remainderman is entitled to it as corpus 
remains open. 


CLAIMS — Legatee not Liable for De- 
cedent’s Tort Action 


Florida—District Court of Appeal, 3rd Dist. 
Cameron v. Mittuch, 113 So. 2d 389. 


During pendency of a suit for trespass, 
the defendant died and plaintiffs substi- 
tuted as defendant the executrix of the 
estate, in her individual capacity as 
the sole heir as well as in her represen- 
tative capacity. Judgment for plaintiffs. 

HELD: Reversed. A cause of action 
for a tort may be maintained against 
the tort-feasor’s personal representative. 
However, a legatee under a will is charg- 
able for debts arising out of the property 
only where the bequest or devise is sub- 
ject to a condition or charge imposed by 
the testator. Such a beneficiary would 
not be personally liable for a tort action 
Which survives against the testator’s per- 
sonal representative, unless the devise 
or legacy was expressly burdened to 
Satisfy such tort claim. 


LIFE TENANT & REMAINDERMAN — 
Stock Dividend not Withdrawable 
by Settlor 


Florida—District Court of Appeal, 2d Dist. 
Pentland vy. Pentland, 113 So, 2d 872. 


-\OVEMBER 1959 


As a part of a property settlement 
agreed at the time of their divorce, the 
plaintiff husband established an irre- 
vocable trust for the defendant wife. 
The corpus of the trust consisted of 
3,000 shares of Armco stock. Thereafter, 
a 100% stock dividend was declared and 
the husband sued for the return of the 
3,000 shares comprising the stock divi- 
dend on the ground that he intended his 
wife to receive dividends only from 3,000 
shares. 

HELD: For defendant, Florida has 
adopted the Uniform Principal and In- 
come Act, which provides that stock 
dividends shall be deemed to be a part 
of principal and as the trustees were the 
legal owners of the original principal, 
they likewise become the legal owners of 
the stock dividends. Both the trust in- 
strument and the separate property set- 
tlement agreement clearly stated that 
the wife should receive the entire net 
income from the trust, even though it 
should exceed the guaranteed annual 
minimum of $12,000. No language in any 
of the instruments could be construed to 
permit withdrawal of a portion of the 
corpus for the grantor. 


POWERS OF APPOINTMENT — Ap- 
pointed Trust Must be Adminis- 
tered at Domicile of Donor of 
Power by Trustee There Qualified 


New York—Surrogate’s Court, New York Co. 
Matter of Eginton, N.Y.L.J., Oct. 19, 1959. 


A New York testator granted his son 
a general testamentary power of ap- 
pointment. The son died in 1958, domi- 
ciled in California; and appointed the 
principal in further trust naming a Cali- 
fornia bank trustee of the appointed 
trust. The California bank is ineligible 
to act in New York but it contended that 
the trust principal should be distributed 
to it as executor of the son’s will, to be 
administered and held in trust in Cali- 


fornia. Alternatively, the California bank 
contended that if the principal cannot 
be distributed to it as the son’s executor, 
there should be paid to it such sum from 
the appointed principal as is required to 
satisfy the claims of the son’s creditors. 

HELD: The appointment must be read 
into the donor’s will; and the court hav- 
ing jurisdiction of the donor’s estate has 
exclusive jurisdiction to determine all 
questions concerning the exercise of the 
power. It follows that the appointed 
property must be administered in New 
York and the trustee of the appointed 
trust must qualify in New York. As the 
California bank cannot qualify, the court 
will appoint a successor trustee to ad- 
minister the trust in New York. Al- 
though the donee-son held a general 
power of appointment under New York 
law, the appointed principal may not be 
used for the payment of the donee’s 
debts, absent an explicit direction to 
such effect in the donee’s will. Such di- 
rection will not be implied from the 
general direction in the son’s will that his 
debts be paid. 


WILLs — Probate — Amount of Leg- 
acy Immaterial Under Statute In- 
validating Will Attested by Bene- 
ficially Interested Witness 


Maine—Supreme Judicial Court 
In re Moody’s Will, 154 A. 2d 165. 


Testatrix, in addition to making sever- 
al substantial testamentary gifts, made 
the following provision in her will: “I 
also request my Executor to pay to each 
of the signers, as witnesses, of this my 
last will, the sum of Five Dollars each, 
as a token of appreciation.” Testatrix 
died in February, 1956 and her will was 
presented for probate. The Judge of 
Probate disallowed the will since the 
statute then in force provided that “a 
person ... may dispose of his real and 
personal estate by will, in writing, signed 
by himself . .. and subscribed in his 
presence by three credible attesting wit- 
nesses, not beneficially interested under 
said will.” The case came before the 
Supreme Judicial Court on exceptions to 
the decree of the Supreme Court of 
Probate affirming the Judge of Probate. 

HELD: Exceptions overruled. First, 
the statute applicable in the instant case 
was the statute in force at the time of 
attestation, and not the statute as 
amended in 1957 which softened the ef- 
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fect of attestation by beneficially inter- 
ested witnesses. Second, under the con- 
trolling statute the amount of the gift 
was irrelevant. Third, the word “re- 
quest” was mandatory and not preca- 
tory. The request was “neither more nor 
less than a soft spoken but well-under- 
stood command.” Under the statute the 
witnesses were incompetent and the will 
invalid. 


A AA 


ESTATE PLANNING INSTITUTE IN 
GEORGIA 


The Fifth Estate Planning Institute 
at the University of Georgia will be held 
operating with the University in the 
sponsorship of this Institute are the 
on Athens on January 28-30, 1960. Co- 
State Associations of the Bar, Bankers, 
Life Underwriters and Certified Public 
Accountants. 

The program will cover the insurance 
and trust aspects of planning an es- 
tate, analysis of a will, an estate plan- 
ning laboratory, and a problem clinic. 





STATEMENT REQUIRED BY THE 
ACT OF AUGUST 24, 1912, AS 
AMENDED BY THE ACTS OF MARCH 
3, 1933, AND JULY 2, 1946 (Title 39, 
United States Code, Section 233) SHOW- 
ING THE OWNERSHIP, MANAGE- 
MENT, AND CIRCULATION OF 
TRUST AND ESTATES published week- 
ly at New York, N. Y. for October 1, 
1959. 

1. The names and addresses of the 
publisher, editor, managing editor, and 
business managers are: 

Publisher, Christian C. Luhnow, 50 
East 42 Street, New York 17, N. Y. 
Editor, Christian C. Luhnow, 50 East 42 
Street, New York 17, N. Y. Managing 
Editor, P. Philip Lacovara, 50 East 42 
Street, New York 17, N. Y. Business 
manager, M. M. Imbro, 50 East 42 Street, 
New York 17, N. Y. 

2. The owner is: Fiduciary Publishers, 
Inc., 50 East 42 Street, New York 17, 
N. Y. Christian C. Luhnow, Stock 
Holder, 90 Shares, Gordonsville, Virginia. 
Josephine L. Luhnow, Stock Holder, 30 
Shares, Gordonsville, Virginia. 

8. The known bondholders, mort- 
gagees, and other security holders own- 
ing or holding 1 percent or more of total 
amount of bonds, mortgages, or other 
securities are: None. 

4. Paragraphs 2 and 3 include, in 
cases where the stockholder or security 
holder appears upon the books of the 
company as trustee or in any other fidu- 
ciary relation, the name of the person or 
corporation for whom such trustee is 
acting; also the statements in the two 
paragraphs show the affiant’s full knowl- 
edge and belief as to the circumstances 
and conditions under which stockholders 
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luppa to Zabaglione 


ilian coffee for two puts a fascinating finish to a thoroughly enjoy- 
le dinner at one of New York’s most interesting restaurants. Dining 
rll, like so many of the leisurely pleasures of life, calls for a relaxed 
d worry-free frame of mind. 


An organization like ours can make a surprisingly large con- 
bution to this desirable mental state. How? By taking over major 
ponsibility for the direction of your investment program, for 
imple, and by providing sound guidance on many other phases of 
iil financial planning. 

Cur responsible personal financial services can make life more 
‘’sant and more secure for you and your family. Why not write for 


lee copy of “HOW TO GET THE MOST OUT OF YOUR INVESTMENTS.» 


FIRST 
NATIONAL CITY TRUST 
COMPANY 
22 William Street, New York 
Affiliate of 
The FIRST NATIONAL CITY BANK of New York 


MEMBERS FEDERAL DEPOSIT INSURANCE CORPORATION 











He’s looking into the future ...of your client 


AT FIRST, he saw it as so many seemingly un- 
related facts. But more digging, more study 
...and now he, the Connecticut General man, 
begins to shape it into the orderly notes he will 
bring to the attorney’s desk... your desk. 


Full of facts and figures, this plan will show a 
genuine understanding of your client’s particu- 
lar problems. Every asset will be listed and 
judged for its ability to help your client fulfill 
his goals in life. Where necessary, the CG man 
will make suggestions for a more productive 


use. With the necessary groundwork done, you 
will then be able to give your client more imme- 
diately the maximum benefit of your counsel. 


This initial call may be the start of a friendly, 
worthwhile association for you and your client 
with the CG man. It may well last a lifetime. 


Connecticut General Life Insurance Company, 
Hartford 


Life... Accident... Health... Pension Trusts 
Group Insurance...Pension Plans... Annuities 


CONNECTICUT GENERAL 
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